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MONDAY, AFRIL 13, 1953 


Unirep Srares SENATE, SUBCOMMITTEE ON 
Securities, INSURANCE AND BANKING, 
CoMMITTEE ON BANKING AND CURRFNCY, 
Washington, D. C. 

The subcommittee met, pursuant to notice, at 10 a. m., in room 301, 
Senate Office Building, Senator Prescott Bush (chairman) presiding. 

Present: Senators Bush, Maybank, and Frear. 

Senator Busu. The committee will please be in order. 

The first witness today is Glen E. Edgerton, representing the 
Export-Import Bank of Washington. Before Mr. Edgerton begins, 
I will ask unanimous consent to put in the record the bill we are 
considering, S. 1413, and letters addressed to Senator Capehart 
from different departments of the United States Government com- 
menting on the bill. Without objection, these will be placed in the 
record. 

(The bill and letters referred to follow:) 

[S. 1413, 83d Cong., Ist sess.] 
A BILL To amend the Export-Import Bank Act of 1945, as amended 


Be it enacted by the Senate and House of Representatives of the United States of 


America in Congress assembled, That section 2 of the Export-Import Bank Act 
of 1945, as amended, is hereby amended by inserting the following as subsection (e¢ 
‘“(e) (1) The Export-Import Bank of Washington is further authorized, in the 


manner and to the extent herein specified, to provide insurance in an aggregate 
amount not in excess of $100,000,000 outstanding at any one time for the benefit 
of citizens of the United States, including corporations, partnerships, and asso- 
ciations organized and existing under the laws of the United States or any State 
district, Territory, or possession thereof, against the risks of loss of or damage 
to tangible personal property of United States origin which is exported from the 
United States in commercial intercourse and is in transit to or located in any 
friendly foreign country, to the extent that such loss or damage results from 
hostile or warlike action in time of peace or war, including civil war, revolution 
rebellion, insurrection, or civil strife arising therefrom, or from an order of any 
government or public authority confiscating, expropriating, or requisitioning such 
property and to the extent that such property is owned in whole or in part by 
the assured or constitutes security for financial obligations owed to the assured 

‘(2) Insurance may be provided pursuant to this subsection only to the 
extent that it cannot be obtained on reasonable terms and conditions from 
companies authorized to do an insurance business in any State of the United 
States and to the extent that it cannot be obtained from any agency of the United 
States Government providing marine or air war-risk insurance. 

‘(3) In providing insurance pursuant to this subsection, the Bank may reinsure 
in whole or in part any company authorized to do an insurance business in any 
State of the United States or may employ any such company or group of com- 
panies to act as its underwriting agent in the issuance of such insurance and the 
adjustment of claims arising thereunder. 

(4) Subject to the limitations herein provided, the Bank shall from time to 
time determine the terms and conditions under which it will provide insurance 
pursuant to this subsection: Provided, however,, That such insurance shall be 
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based, insofar as practicable, upon consideration of the risk involved: And 
provided further, That the term of coverage of any such insurance shall not exceed 
one year, subject to renewal or extension from time to time for periods of not 
exceeding one vear as may be determined by the Bank.”’ 
Sec. 2. Section 7 of the Export-Import Bank Act of 1945, as amended, is 
amended by substituting in lieu of the words “loans and guaranties’”’ the words 
loans, guaranties, and insurance” 


Export-Import BANK OF WASHINGTON, 
Washington 25, March 31, 1958. 
The Honorable Homer E. CapreHart, 
Chairman, Committee on Banking and Currency, 
United States Senate. 


My Dear Senator Carenart: The Board of Directors of the Export-Import 
Bank of Washington has considered 8S. 1413, a copy of which was submitted to 
us With your committee’s letter of March 24, 1953. This bill would amend the 
Export-Import Bank Act of 1945 by authorizing the bank to provide insurance 
for the benefit of United States citizens against damage or loss to tangible per- 
sonal property, exported from the United States and located abroad, as a result 
of war risks, confiscation and expropriation. 

Insofar as the substantive purposes of 8.1413 are concerned, we wish to point 
out that the bank has consistently opposed measures to stimulate United States 
exports on credit terms in an artificial and unselective manner, without regard 
for the economic effects of such measures upon the overall United States foreign 
trade picture and without regard to the economic capacities of our foreign cus- 
tomers to pay for their imports from the United States. This would not appear, 
however, to be the intent nor the result of this legislation. It would simply 
authorize the issuance of insurance against risks apparently not insurable by 
private companies at the present and would not relieve United States exporters 
of ordinary busir ess risks. Under these circumstances, the authority to provide 
this insurance can be considered a legitimate function of the Export-Import. Bank 
in the fulfillment of its statutory purpose of financing and facilitating United 
States foreign trade 

Apart from the problem of establishing appropriate rates for providing the 
insurance, which is an inherent difficulty in any program of this nature, the legis- 
lation appears to be administratively workable and provides sufficiently precise 


standards for issuance of the insurance An administrative difficulty may arise, 
however, as a result of the relatively broad category of goods eligible for coverage 
under the proposed insurance. In our opinion this will mean that the program, 


in its inception at least, should be limited to those United States commodities and 
products of which there is normally an exportable surplus and which require this 
type of aid in order to be exported commercially. We do not believe that the 
insurance should be indiscriminately extended in such a way as to stimulate 
artificially the exportation of all types of commodities and products. The 
language of subparagraph (4) would, we believe, permit the bank to carry out the 
program on a reasonably selective basis, particularly if a legislative history to 
this effect is provided by the Congress in its consideration of the Bill. 

The limited investigations which the bank has been able to make to determine 
the possible need and use of this insurance program suggest that it should be admin- 
istered by the bank on such a limited basis with regard to those exports eligible 
for coverage. Hearings by your committee may, of course, bring to light more 
specific information concerning the degree of private interest in an insurance 
program of this nature and the extent to which the United States Government 
should endeavor to accommodate such interest. 

We shall be pleased to appear before your committee and express our views 
more particularly at such time as hearings are scheduled on 8. 1413. 

We are informed by the Bureau of the Budget that it has no objection to the 
submission of this report 

Sincerely yours 
HAWTHORNE ARzy, Vice Chairman, 
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EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF THE DIRECTOR FOR Mutua SEcuRITY, 
Washington 25, D. C., April 1, 1953. 
Hon. Homer E. CapEHART, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D. C. 


Dear SENATOR CAPEHART: In response to the request of your committee, 
transmitted by letter dated March 24, 1953, for my views on Senator Maybank’s 
bill providing insurance for foreign inventories of American exporters (S. 1413), 
I see no objections from the standpoint of the mutual security program. 

Sincerely vours, 
Haroup E. S?rassen, 
Director for Mutual Security. 


DEPARTMENT OF AGRICULTURE, 
Washington 25, D. C., April 2, 1953. 
Hon. Homer E. CapeHart, 
Chairman, Committee on Banking and Currency, 
United States Senate. 

DrAR SENATOR CAPEHART: This is in reply to your request for a report on 
S. 1413, a bill to amend the Export-Import Bank Act of 1945, as amended. This 
bill would broaden the authority of the Export-Import Bank to include insurance 
operations of the type authorized by the bill. 

Section 1 of the bill would add a new subsection (ce) to section 2 of the Export- 
Import Bank Act of 1945. This would authorize the bank to insure, against 
certain specified risks, tangible personal property of United States origin which is 
exported from the United States in commercial intercourse and in transit to or 
located in any friendly foreign country, to the extent that such property is owned 
in whole or in part by citizens of the United States, or constitutes security for 
financial obligations owed to citizens of the United States. Coverage would be 
limited to loss or damage resulting from hostile or warlike action in time of peace 
or war, or from an order of any government or public authority confiscating, 
expropriating, or requisitioning such property The total amount of insurance 
outstanding at any one time could not exceed $100 million, and insurance could 
be provided only to the extent that it could not be obtained on reasonable terms 
and conditions from commercial insurance firms or from any United States 
Government agency providing marine or air war-risk insurance. The terms and 
conditions under which insurance is provided would be determined by the bank, 
Howeve r, coverage would be limited to | vear, subject to such rene wals or exten- 
sion of not to exceed | year as might be approved by the bank. The bank also 
is authorized to reinsure in whole or in part with commercial insurance companies 
and to employ such companies to act as its underwriters or for claims adjustment. 

Section 2 of the bill would amend section 7 of the Export-import Bank Act, 
which relates to the amount of loans and guaranties that may be outstanding at 
any one time It would provide that these limitations shall apply to ‘“‘loans, 
guaranties, and insura: ce” instead of only ‘loans and guaranties” as at present, 

The insurance provided would cover risks which, we understand, commercial 
nsurance companies are not in a position to underwrite at this time, except at 
rates which would be prohibitive The bill, thus. would not put the Government 


n competition with priv at surance firms. The bank would be able to limit 
josses incurred by the Government on such insurance operations by charging 
premiums for the risk covered In the event of all-out war, of course, the Govern- 


ment might sustaii losses, depending upon the amount of insurance outstanding. 


The insuravece provided by the bill would supplement the lending authority of 
the bank in facilitating exports of surplus United States agricultural commodities. 
This would be particularly true im the case of a number of storable agricultural 
commodities, particularly commodities which normally are or can be sold on con- 
signment, such as cotton, tobacco, and to some extent, wheat and coarse grains. 
It is difficult, however, to appraise with any precision, just how much this type of 
insurance would be used for agricultural commodities 

\t present American farmers are encountering price problems on a number of 
agricultural commodities, such as cotton, wheat, and tobacco, due in part to a 
curtailed level of exports. We have been informed by individuals and organiza- 
tions well versed in practical problems of international trade that S. 1413 is one 
of several possible steps that could be taken to meet this problem While the 
bill would provide a certain type of Government guaranty, it would leave with 
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the private trade where it belongs—the actual task of widening our export 
markets, 

We should like to make it quite clear that 5. 1413 is not being recommended 
as an answer to all of the problems now being encountered on agricultural exports. 

What we generally term the “export problem” actually is made up of many 
problems These problems differ from commodity to commodity. They differ 
from country to country 

S. 1413, on the contrary, appears designed to cover one factor which is hamper- 


ing exports. This factor is that after merchandise is unloaded from ships, in- 
surance protection cannot be obtained through regular commercial channels 
against risks of the type covered by 8. 1413. Tothe extent that S. 1413 stimulates 


exports of these commodities, it will contribute to solving this price and surplus 
problem. 

Che effect of this type of insurance in furthering exports can be illustrated with 
cotto! 

\t present pipeline stocks of cotton (mill and merchant stocks) in foreign cotton 
have been abnormally reduced and are considerably below 
large part of the reduction has been in stocks of United States 


} 


importing countries 





desirable levels. A 
ott Some of the reduction is due to lack of dollars but much of it results from 
the difficulties and high cost of obtaining credit and the fear of inventory deprecia- 
tion in the event of further price declines. It is extremely difficult for foreign 


mills and merct 


oO! ( 





ants to protect themselves against inventory losses by hedging 
their stocks on cotton futures exchanges. There are no futures exchanges oper- 
ating outside the United States and foreigners generally do not have the dollars 
required to carry on hedging operations in the United States. This was n 
problem while cotton prices were advancing. During recent price declines those 
who could not hedge their stocks were compelled to reduce their inventories to 
minimize losses Many foreign mills have sustained large inventory losses during 
the past 2 years, when cotton prices declined sharply after having reached high 
levels immediately following the outbreak of hostilities in Korea 

It would probably take more than a million bales of United States cotton to 
build foreign pipelines to a level considered by the foreign mills to be desirable. 
Providing insurance such as is contemplated by 8S. 1413 would do much to en 
to rebuild stocks in foreign importing 





courage private industr\ the ted State 
countrie The current dollar requirements of the cotton consuming countries 
would be reduced to the extent that the pipelines are financed by United States 
interest 
Commercial interests in the United States ean finance the pipeline stocks of 
United States cotton more cheaply and with less hazard than foreign commercial 
firms because t t rates prevailing in this country are lower than rates 
abroad and United States firms can avail themselves of the protection afforded by 
ig of inventories of American cotton abroad 
should reduce the ultimate cost of such cotton to consuming mills. This would 








hedgir g Ay vy re luc tion In the finan 





enable American cotton to compete more successfully with foreign growths 
Another real advantage is that immediate availabilitv of American cotton would 
permit mills to make selections and this ready availability should increase con- 
sumption This should be a real advantage to United States cotton in meeting 
its foreign competitior 

We believe that this measure would help meet the desire of European countries 
to have more adequate stocks of United States agricultural commodities available 
in their own countries for security p ITpOs?s. 

We have not had the opportunity to obtain the views of all of the groups of 
agricultural producers likely to be affected by S. 1413. Legislation of this type 
was recommended by the atricultural and cotton industry leaders who mot with 
the Department on February 12 to make recommendations on cotton production 
and marketing problems. A copy of the press release outlining the reeommenda- 
tions of this group is attached 

The Ds partment recommends that the bill be enacted. 

‘he Bureau of the Budget advises that, from the standpoint of the program 
of the President. there is no objection to the submission of this report. 


Sincerely vours, 





1+ 


Ezra Tarr Benson, Secretary. 
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UNITED STATES DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE SECRETARY, 
Washington, February 18, 1953. 

Following is the text of recommendations on cotton production and marketing 
problems made yesterday (February 12) to Secretary of Agriculture Ezra Taft 
Benson by agricultural and cotton industry leaders at a conference held in 
Washington: 

‘The drop which has taken place in cotton exports is the most serious problem 
currently facing the cotton industry It is of utmost importance to cotton pro- 
ducers that every effort be made to maintain and expand our export outlets 
Failure to sell more cotton abroad will mean unsatisfactory cotton prices and 
will make it necessary for farmers to reduce their production drastically (ny 
substantial reduction in cotton acreage would force farmers to expand the pro- 
duction of other commodities and this would have serious repercussions through- 
out agriculture 

‘We recommend immediate action to provide: 


l ion, and 





Insurance for domestic exporters against war risk, confi 





seizure of cotton stored in foreign countries to facilitate the immediate movement 
of cotton to foreign countries and the rebuilding of stocks to adequate level 

2) Special financing, as needed (through normal channels insofar as possible 
to facilitate the movement of American cotton to foreign countries for consump- 
tion and to maintain adequate merchant and mill stocks in importing countries 


uch as were maintained prior to World War II] 
3) The proeedural details of the MSA cotton procurement authorizations 


and the Export-Import Bank cotton credits be simplified as much as possible to 
<pedite sales and shipments of cotton to foreign markets, 

1) The Department of Agriculture should lend assistance and encouragement 

vherever possible to efforts to expand consumption of cotton around the world 


Particular attention should be given to research, increased productivity, adver- 
ing and sale promotion, economic deve lopm«e nt, and the reduction of trade 
barriers 
5) The Department should cooperate in developing and carrying forward an 
intensified program that will aid spinners of the world in utilizing the outstand- 


properties of the cotton fiber to the f est xt t possible Special attention 








hould be given to pointing out the improved properties that have been developed 
he United States cotto 
») All agencies of Government operating in foreign fields should place in 
creased emphasis on problems of marketing agricultu commodities. OFAR 
Offic f Foreign Agricultural Relations) in particular should concentrate atten- 
ior n marketing and should station abroad, sales-minded people who know 
commodities, sales, and Government 
7) Liberalize international trade policy as a means of maintaining a high 
vel international trade. Devote all efforts to achieve convertibility of 


8) We recommend that the Secretary of Agriculture appoint a temporary 


committee to intensively study immediate cotton-export problems, make recom- 
endations, and work with the Department of Agriculture, other Government 
ncies, producer groups, and the cotton industry to stimulate cotton exports in 


every Wa possible 
9) The present cottonseed support program is unsatisfactory and probably 
ill result in purchase by the CCC (Commodity Credit Corporation) of one-half 
the 1952-53 production of oil, meal and linters We, therefore, recomme nd that 
the Seeretary of Agriculture appoint a committee of representative producers, 
ners, and crushers to make recommendations. 

10) Agriculture research and its application by farmers has greatly contrib- 
ited to more efficieney in the production of food and fiber and is the basic element 
in providing the opportunity for farmers to achieve a high net spendable income. 
We recommend that greater emphasis be given to research and education in the 
United States Department of Agriculture. Investments in research and experi- 
mentation should be expanded. We will support an increased appropriation for 
significant agricultural research in production, marketing, and utilization on a 
grant-in-aid basis We believe that a solution can be found to many of the 
problems in the cotton industry through this expanded research and education 
program 
~ (11) Extend the maturity date for 1952 CCC cotton loans for 1 year beyond 
July 31, 1953. 
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12) Recommend that 1953 ecotton-loan procedure be similar to procedure 
used in 195 

“*(13) An educational campaign by the regular educational agency of the De- 
partment of Agriculture and producer groups, among cotton growers, to increase 
their awareness of the need for export outlets; to focus attention on the need for a 
downward adjustment in production in 1953 in order to keep supplies in line with 
probable needs: and to explain to the producers the relation of 1953 plantings to 
future allotments under present law.” 


DEPARTMENT OF AGRICULTURE, OFFICE OF THE SECRETARY, 
Washington, February 5, 1953. 


Secretary Benson calls industrywide cotton conference for February 12: Sec- 
tary of Agriculture Ezra Taft Benson today called an industrywide cotton con- 
ference to be held in Washington February 12 to advise him on current and pros- 
pective cotton problems 

In his invitation to 53 leaders in agriculture and the cotton industry, Secretary 
Benson said that he was calling the conference to advise him of ‘‘possible actions 
to encourage export movement of American cotton, to hold 1953 production in 
balance with anticipated demand and other measures designed to stabilize and 
improve the cotton-price situation and forestall marketing quotas on the 1954 
crop 

Invitations to attend the conference were sent to: 


Harry B. Caldwell, master, North Carolina Grange, Greensboro, N. C. 

D. W. Brooks, general manager, Georgia Cotton Producers Association, Atlanta 
Ga 

(’. R. Savre, president, Delta Pine & Land Co., Scott, Miss. 

Harold F. Ohlendorf, Osceola, Ark. 

A. L. Story, president, Missouri Cotton Producers Association, Charleston, Mo. 

George Q. Pavne, El Paso, Tex. 

Cecil Collerette, president, Arizona Cotton Producers Association, Casa Grande, 
Ariz. 

J. K. Kennedy, general manager, California Cotton Cooperatives Association, 
Ltd., Bakersfield, Calif. 

Robert R. Coker, Coker Pedigreed Seed Co., Hartsville, 8. C 

Chas. L. Me Neal, Mississippi Federated Cooperatives, Jackson, Miss. 

W. L. Smith, Buttonwillow, Calif. 

J. F. MecLauin, president, National Cotton Ginners Association, Bennetsville, 
mo ©. 

Harry 8. Baker, president, Producers Cotton Oil Co., Fresno, Calif. 

J. C. Dellinger, Anderson-Clayton Co., Los Angeles, Calif. 

Stanton Brown, Exporters & Traders Compress & Warehouse Co., Waco, Tex. 

Alonza Bennett, vice president, Federal Compressing & Warehousing Co., Mem- 
phis, Tenn. 

L. T. Barringer, Memphis, Tenn. 

Burris Jackson, Hillsboro, Tex 

Lamar Fleming, Jr., president, Anderson Clayton Co., Houston, Tex. 

William D. Felder, president, W. D. Felder & Co., Dallas, Tex. 

A. L. Durand, president, Chickasha Cotton Oil Co., Hobart, Okla. 

\. B. Emmert, vice president, Dan River Mills, Danville, Va. 

Charles Hertwig, president, Bibb Manufacturing Co., Macon, Ga. 

Charles Cannon, president, Cannon Mills, Kannapolis, N.C 

Craig Smith, Avondale Mills, Svlacauga, Ala. 

Jesse Tapp, vice president, Bank of America, San Francisco, Calif. 

C. C. Smith, National Bank of Commerce, Memphis, Tenn. 

Albert Long, vice president, Republic National Bank, Dallas, Tex. 

W. B. Coberly, Jr., president, California Cotton Oil Co., Los Angeles, Calif. 

Walter L. Randolph, president, Alabama Farm Bureau Federation, Mont- 
gomery, Ala. 

Flovd Hawkins, president, Arizona Farm Bureau Federation, Phoenix, Ariz. 

Waldo Frasier, executive secretary, Arkansas Farm Bureau Federation, Little 
Rock, Ark 

George Wilson, president, California Farm Bureau Federation, Berkeley, Calif. 

T. K. MeClane, secretary, Florida Farm Bureau Federation, Winter Park, Fla 

John I. Taylor, president, Oklahoma Farm Bureau Federation, Oklahoma City, 
Okla 

Fk. H. Agnew, president, South Carolina Farm Bureau Federation, Columbia, 8. C. 

T. J. Hitech, president, Tennessee Farm Bureau Federation, Inc., Columbia, Tenn. 
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J. Walter Hammond, president, Texas Farm Bureau Federation, Waco, Tex 

M. A. Hubbard, executive secretary-treasurer, Virginia Farm Bureau Federation, 
Inc., Richmond, Va. 

H. L. Wingate, president, Georgia Farm Bureau Federation, Macon, Ga 

J. E. Stanford, executive secretary, Kentucky Farm Bureau Federation, Louisville, 
Ky. 

Malcolm Dougherty, president, Louisiana Farm Bureau Federation, Inc., Baton 
Rouge, La. 

Boswell Stevens, president, Mississippi Farm Bureau Federation, Jackson, Miss 

H. E. Slusher, president, Missouri Farm Bureau Federation, Jefferson City, Mo 

John L. Augustine, Jr., executive secretary, New Mexico Farm and Livestock 
Bureau, Las Cruces, N. Mex. 

R. Flake Shaw, executive vice president and secretary, North Carolina. Farm 
Bureau Federation, Greensboro, N. C 

Allan Kline, president, American Farm Bureau Federation, Chicago, Ill 

toger Fleming, secretary-treasurer, American Farm Bureau Federation, Washing- 
ton, D.C, 

Herschel Newsom, master, National Grange, Washington, D. C 

Homer Brinkley, executive secretary, National Council of Farmer Cooperatives, 
Washington, D. C 

William Rhea Blake, executive vice president, National Cotton Council, Memphis, 
Tenn. 

James G. Patton, president, National Farmers Union, Denver, Colo. 

Harold A. Young, president, National Cotton Council, North Little Rock, Ark. 


TREASURY DEPARTMENT, April 3, 1958. 
Hon. Homer E. Capreuarrt, 
Chairman, Committee on Bankine and Currency, 
United States Senate, Washington 95. D.C 


My Dear Mr. CuHairMan: Further reference is made to the letter from the 
clerk of vour committee, dated March 24, 1953, submitting for comment 8S. 1413, 
‘to amend the Export-Import Bank Act of 1945, as amended,” so as to authorize 
the bank to provide insurance in an aggregate amount not in excess of $100 
million on commodities exported from this country and located abroad against 
the hazards of war and governmental confiscation. It is noted that this request 
supersedes vour committee’s letter of February 9, 1953, asking comments on 8. 800, 
a similar bill 

It is understood that the proposed legislation might be particularly pertinent 
to trade in agricultural commodities. This Department is not in a position to 
appraise the technical marketing problems of such commodities 

The authority which would be granted the Export-Import Bank by 8S. 1413 
would be permissive. It is assumed the bank would limit the insurance to 
risks which it could reasonably anticipate carrying on a self-sustaining basis by the 
premiums charged. Were the program not self-sustaining, it would be an added 
charge on the Federal budget, and tend to postpone tax reductions. 

Provided that the departments of the Government primarily concerned believe 
that this legislation would substantially assist our export trade, this Department 
would have no objection to its enactment 

The Department has been advised by the Bureau of the Budget that there is no 
objection to the submission of this report to your committee 

Very truly yours, 
MM B. FOLSOM, 


Acting Secretary of the Treasury 


DEPARTMENT OF STATE, April 9, 1953 
Hon. Homer E. Caprenart, 
Chairman, Committee on Banking and Currency, 
United States Senate. 

My Derar SENATOR CaPpEHART: Reference is again made to Mr. Dixon’s letter 
of March 24, 1953, transmitting a copy of 8. 1413, a bill to amend the Export- 
Import Bank Act of 1945, as amended. 

The bill would authorize the Export-Import Bank to insure and reinsure United 
States citizens and firms against certain risks of loss or damage to tangible per- 
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sonal property of United States origin exported in commercial intercourse from 
the United States and in transit to, or located in, any friendly foreign country. 
The risks which might be covered would be those which might result from (a) 
hostile or warlike action in time of peace or war or (b) an order of any government 
or public authority confiscating, expropriating, seizing, or destroying such prop- 
erty. Insurance coverage would be limited to the equity of the assured in 
property which he owns in whole or in part or which constitutes security for 
financial obligations owed to him. Insurance would be provided only to the 
extent it was not obtainable on reasonable terms from an insurance company 
authorized to do business in the United States and to the extent it was not obtain- 
able from any United States Government agency providing marine or air war- 
risk insurance. Insurance might be written for terms of not more than 1 year, 
subject to renewal. The bill would limit the amount of insurance which might 
be outstanding at anv one time to $100 million. 

The Department supports the bill’s objective of encouraging the development 
of United States foreign trade and believes the bill would be effective in encourag- 
ing the maintenance of storable American commodities abroad and, to the extent 
that such stocks might now be increased, would tend to increase United States 
exports until such stocks have been built up 

It is understood that insurance coverage of the type which would be provided 
under the bill is not now available by private insurance companies, and, therefore, 
it would not be expected that the bill would result in Government competition 
with private business enterprises already servicing the business community. 

The Department recognizes that the insurance undertaking would not be able 
to have as precise an actuarial basis as ordinary commercial insurance because of 
the nature of the risks to be covered. However, the Department assumes that, 
short of widespread calamities, the insurance undertaking would be operated on 
a self-supporting basis and would, therefore, not result in a financial drain on the 
United States Government and not constitute an arrangement for export sub- 
sidization for American products. 

It would appear that the bill might at times require a United States Govern- 
ment agency, in quoting premiums, to indicate its expectancy that particular 
foreign countries will take hostile actions—whether warlike or merely of an arbi- 
trary administrative character—or that it is especially likely to be the target for 
the hostile action of other governments. This might prove to be somewhat 
embarrassing for this Government However, it is not believed that this hazard 
should necessarily be considered decisive for two reasons. First, the effect on 
export trade to be expected from the bill may more than offset such a hazard 
lerwriters, who would 
initially establish the premiums, the Government agency could substantially 
relieve itself of the enbarrassment which might ensue. 

Under S. 1413, the insurance ageney would be authorized to provide coverage 
against loss from seizure by foreign authorities so general that it would apparently 
cover seizure resulting from attempts to violate legitimate customs regulations or 
of goods shipped with the knowledge that they will not meet reasonable foreign 
sanitary requirements. Considering particularly that insurance to the extent 
of the full financial interest of the owner would be authorized by the bill, it would 
seem appropriate to specify in the legislation reasonable limitations on the finan- 
cial risks which would be assumed by the Government 

The Department regards the modification suggested above as desirable and 
presents it for the committee’s consideration. However, it would have no objec- 
tion to the enactment of the bill in its present form 

Che Department has been informed by the Bureau of the Budget that there is 
no objection to the submission of this report. 

Sincerely yours, 








Second, bv using the services of private insurance un 


Turuston B. Morton, 
Assistant Secretary 
For the Secretary of State). 
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Tue SECRETARY OF COMMERCE, 
Washington 25, April 10, 1963. 
Hon. Homer E. CapeHARrT, 
Chairman, Committee on Banking and Currency, 
Unetted States Senate, Washington, D. C. 


Dear Mr. CuHarrMAn: This letter is in response to your request dated March 24, 
1953, for the views of the Department of Commerce with respect to 8. 1413, a bill 
to amend the Export-Import Bank Act of 1945, as amended 

The general purpose of this proposal is to provide protection by the Federal 
Government for the benefit of United States citizens against risks of loss or damage 
to tangible personal property of United States origin in commercial intercourse and 
in transit to or located in any friendly foreign country, to the extent that such loss 
or damage results from warlike acts or from Government or public authority seizing 
the property 

In our consideration of this proposal we have limited ourselves to its application 
to nonagricultural products deferring to the opinions of agencies more directly 
concerned as to the appropriateness of the proposed protection of agricultural 
products 

30th agricultural and nonagricultural products are included in the coverage of 
the bill. Protection against war risks is presently available only while goods are in 
transit over the ocean and not after discharge from the water carrier. If protection 
is to ke provided, we believe it should be provided on this nondiscriminatory 
basis for the benefit of the businessmen of our country exporting manufactured 
items as well as those distributing agricultural products abroad. 

It may very well be that provision of such protection may induce American 
exporters to carry larger consignment stocks abroad. This a ae the same 
effect as the extension of private credit marae, and would seem to be in accord 
with the general foreign economic policy of the Government to encourage private 
capital to he ip finanee the eapital needs of foreign countries. 

The proposed legislation would presumably permit a wider and more flexible 
extension of existing commercial practices of extending credit to foreign pur- 
chasers by limiting war risk considerations involved in such transactions to the 
extent protection is obtained under the proposal. 

Two other aspects of the bill warrant special comment by the Department of 
Commerce. These are the safeguards protecting private insurance companies 
from Government competition in this field so long as they can supply the protection 
on reasonable terms and conditions, and the stated policy that, insofar as practi- 
cable, the insurance provided by the Government shall be based upon consideration 
of the risk involved. We consider these two safeguards important and urge their 
retention in legislation for this purpose. 

We recognize the difficulties involved in earrying out the program on a self 
supporting basis, because of possibilities of large losses. We feel strongly that this 
should be the purpose of the agency intrusted with the administration of the 
program subject only to the limitation to the extent practicable. Such a program 
would be self-limiting since business would purchase only such protection as 
would be needed. In furtherance of this aim, we suggest that consideration be 
given to the wisdom of allowing the bank discretion to insure only a percentage 
of the insurable interest in the property to assure a continued concern for the 
property by the exporter. 

The type of risk covered by the bill includes confiscation or destruction by any 
government or public authority. This would appear to include loss under eontrol 
of the exporter in certain circumstances such as loss resulting from violations 
of customs regulations. This possible ambiguity should be resolved either by 
modification of the language of the bill or by legislative history clearly pointing 
out that only those losses outside of the control of the exporter are to be covered 

Subject to your consideration of our comments above, the Department of 
Commerce would interpose no objection to the enactment of legislation such as 
S. 1413 so long as the protection to be available thereunder covers nonagricultural 
as well as agricultural products. 

We have been advised by the Bureau of the Budget that it would interpose no 
objection to our submission of this letter to your committee. 

If we can be of further assistance in this matter, please call on us. 

Sincerely vours, 





{oBERT B. Murray, Jr., 
Acting Secretary of Commerce. 


Senator Busu. Mr. Edgerton, will you proceed as you will? 
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STATEMENT OF GLEN E. EDGERTON, CHAIRMAN, EXPORT-IMPORT 
BANK OF WASHINGTON 


Mr. Epcerron. I would like to say to the committee that I have 
with me today two members of the Board, Mr. Stambaugh and 
Mr. Arey, the Executive Vice President, Mr. Sauer, and Mr. Redway 
and Mr. Schluer, members of the staff. I brought this rather large 
group because of the importance of the subject and the desirability, 
| thought, of having as many members of our group acquainted with 
this part of the testim 10ny as possible. Also, I am rather new myself, 
and you may like to ask questions that I would be unable to answer. 
I think we have witnesses who can answer all the questions that the 
bank could answer. 

If you would permit me, Mr. Chairman, I would like to read this 
statement which has been prepared with some care and represents 
not only my personal view, but the consensus of the bank on this 
subject. 

Senator Busn. Proceed. 

Mr. Epgerron. I am pleased to appear before your committee, 
Mr. Chairman, to present views of the Export-Import Bank on S. 
1413. This bill would amend the Export-Import Bank Act of 1945 
by specifically authorizing the bank to utilize up to $100 million of its 
existing lending authority to provide a limited type of insurance to 
American exporters. Approximately $1,080,000,000 of the bank’s 
presently authorized lending authority remains uncommitted at the 
present time. 

Senator Maysank. Do you mind being interrupted? 

Mr. Epcerton. No, sir. 

Senator MayBank. You got $1,080,000,000; is that right? 

Mr. Epcrerton. $1,080,000,000. 

Senator Mayspank. An additional billion was authorized some 2 
vears ago. How are you getting along with your loans? Do you 
have many requests? 

Mr. Epcrerron. | think we are making all the loans that seem to 
the Board to have qualified under the provisions of the authoriza- 
tions in the original act. 

Senator Mayspank. Of course that would be expected, but do you 
have many requests? I talked to Mr. Sauer some time ago, and the 
time on the French request, for instance, had run out, and “he told me 
he had renewed it. I am wondering if you have had many requests, 
or many new ones coming in. 

Mr. Epncerron. | think they are coming in at a reasonable rate. 
Of course, the conservative attitude that the bank takes does not 
insure that all those that are made will be ultimately authorized. 

Senator Maypank. I would not suggest that. I just meant 
whether you have considerable requests. 

Mr. EpGerton. Oh, ves. 

Senator Maypank. Those requests are being processed, and you 
would rather not make them public, or what would be your attitude 
on them? 

Mr. Epcrrton. Usually we do not make them public in the early 
stages of the application because of the desires of the applicants. 

Senator MaysBank. That is correct, because you do not want to 
hurt somebody whose loan may not be made. Will you make avail- 
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able to the chairman as soon as possible those requests in keeping 
with your rules and regulations, before they come out in the news- 
paper? 

Mr. Epgrerton. Yes, sir; we can do that. 

Senator Maypank. Thank you. 

Mr. Eperrron. Under the authority of 5. 1413, the bank would 
issue war risk and expropriation insurance on goods and commodities 
of United States origin and ownership which are commercially ex- 
ported from the United States and located in, or in transit to, any 
ny foreign nation. ‘The insurance would be written to cover 
loss or damage to such goods resulting from so-called war risks or 
from offici ial expropriatory action by foreign governments occurring 
while the American exporter still owns the goods or is retaining a 
security interest in them after their arrival abroad. These war risks 
would include hostile or warlike action arising from civil war or 
revolutionary activity within friendly foreign nations, as well as 
military hostilities between the country in which the goods are located 
and another nation. The risks would not include riots and strikes, 
as such, except to the extent that these types of civil disorder arose 
from predominantly military action or from an expropriatory order 
of a governmental or military authority. The expropriatory action 

be covered by the insurance would have to be taken under color 
of official authority; and the bank would, as a matter of policy, 
exclude from coverage the legitimate seizure or confiscation of goods 
pursuant to normal health and contraband regulations. 

Senator Mayrank. Have you had any complaints or opposition 
from the big insurance aemnnnie s of this country? 

Mr. Epcrerron. No, si 

Senator Maypnank. | ele you had a meeting with some 
insurance executives, is that right, and they favored this bill? 

Mr. Epcerron. | think they are not opposed to it at all. 

Senator MaysBank. I wanted to make the record clear for myself, 
because we have hac some insurance bills around here the last 4 years 
that | was opposed to because I did not think we ought to interfere 
with private insurance companies. On this particular one, I under- 
stand there was no opposition, at least none was written to me, even 
last year when we started working on it. 

Mr. Epcerron. We think the bill was so drawn that it does not 
conflict with any private interests. 

Senator MaysBank. That is right. And the other thing, you 
changed some language to make it plain. You are going to administer 
the law, so you are going to be the one I ask questions of. Is there 
any way in which this bill could insure foreign products for American 
purchasers to be competing with American goods? 

Mr. Epcerton. We do not think so. 

Senator Maysank. Thank you. That is certainly not the intent 
of this committee, nor was it ever my intent to do such a thing. 

Mr. Epcerton. We think it is clear in the bill. 

Senator Maysank. That is the only complaint I have had. 

Mr. Epcrerron. The bill imposes two specific conditions upon the 
issuance of the insurance, namely, that it be unobtainable in the pri- 
vate domestic insurance market and that it be otherwise unavailable 
through the Government’s existing marine and aviation war-risk 
insurance programs administered under the supervision of the Secre- 
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tary of Commerce. I should like to refer briefly to the insurance 
coverage which we understand is presently available from these two 
sources. Coverage against war risks can be obtained today from pri- 
vate insurance companies on cargoes shipped abroad, while the cargoes 
are en route to foreign ports—that is, while the goods are “in transit’’ 
toa foreign country. This insurance is considered to provide adequate 
protection for American shippers, at least during peacetime, on 
exported cargoes up to the point of their discharge from ocean carriers 
at foreign ports. In addition to available private insurance, Public 
Law 763 of the 8list Congress authorizes the Secretary of Com- 
merece to issue war-risk insurance on shipments of cargo; and the 
Maritime Administration is currently setting up such a program on a 
stand-by basis, to be activated upon the outbreak of hostilities. 

Accordingly, if this bill is enacted into law, the Bank would not 
issue insurance against in-transit losses from war risks, but would 
limit its coverage under the proposed authority to loss and damage to 
exported goods and commodities after their arrival at the foreign port 
of destination and pending their sale and transfer of title to foreign 
purchasers. 

[t is after the arrival of American cargoes at foreign ports that no 
protection of the type provided for in the bill is currently or prospec- 
tively available, since the Secretary of Commerce is not authorized 
under the above-mentioned law to provide insurance beyond “in 
transit’? coverage, and since private companies are unwilling at the 
present time to assume these risks on the goods after they are located 
abroad. 

Since this proposed additional coverage is closely related to the 
insurance coverage authorized under Public Law 763 and is, in a 
sense, an extension of the insurance provided for in that law, this 
committee may wish to consider whether the Export-Import Bank or 
the Department of Commerce is the more appropriate agency to 
administer the program envisaged by S. 1413. 

Senator MaysBank. Who does the administration consider the most 
appropriate agency, or have they made no consideration? 

Mr. Encerton. I do not know. I have made no examination of 
it. It wasour thought that inasmuch as the Department of Commerce 
is issuing or is prepared to issue certain war risk insurance, the com- 
mittee in its deliberations should consider that fact. 

Senator Mayrank. In other words the administration has an open 
mind? 

Mr. Epcrerton. I think so. 

Senator P-usH. On that point, we have a letter from the Department 
of Commerce in which they make no objection whatever to this 
proposition. 

Senator Maysank. But they did not suggest who should run it, 
did they? I did not read the letter myself. 

Senator Pusu. I will ask Mr. Dixon to look through it and give an 
answer to the Senator’s question, but from what I was told about that 
letter | would say there was no opposition. 

Senator Maypank. He raised the question of whether Commerce 
ir his agency should administer it. 

Senator Busu. As long as Commerce hasn’t said they want. it, we 
assume they have no opposition to the Export-Import Bank doing it. 
Wouldn’t you assume that? 
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Senator Maysank. That would be my assumption. 

Senator Busu. Will you proceed, General Edgerton? 

Mr. Epcerron. The need for this insurance arises because of the 
inability of American exporters, particularly of such commodities as 
cotton, to arrange United States commercial bank financing for their 
sales abroad, without the risks mentioned being covered by insurance. 
Thus, even where the commodity is sold on terms calling for payment 
on arrival, many banks will not finance the transaction without these 
risks being insured against, because of their fear that losses may occur 
as a result of such risks between the time of arrival of the ship in the 
foreien port and the time at which the foreign purchaser of the com- 
modities ultimately takes title on shore. 

Kven more important, perhaps, is the type of transaction where the 
commodities are shipped abroad on consignment to the seller or his 
agent. Under such a transaction, the commodities are stored in a 
bonded warehouse at the port of discharge pending their sale. They 
remain unprotected against war and expropriation risks during this 
period, which, in some cases, can be a relatively long one, depending 
upon the immediate state of the market for the commodities 

It is believed that the availability of this type of insurance would 
help American exporters ship and sell more goods and commodities, 
if they can thereby obtain adequate commercial bank financing for 
payment on arrival and consigned shipments 

Senator VIAYBANK Another point i would lk vou » Speak about, 
General, this is not only an agricultural commodity bill but you men- 
tioned sp cifically other goods. There would be othe evoods as well 
as agricultural commodities affected materially, would there not? 

Mir. Eneervron. Yes, sir. The provisions are broad enough to 
cover almost any export product that needs and would benefit by 
this type of insurance. 

Senator MaysBank. Regardless of what it may be? It might be 
machine tools or anything. 

Mr. Encerron. That is right. Incidentally, it would be necessary 
and wise to limit the insurance only to those kinds of goods which are 
encountering some difficulty, because of the magnitude of the problem 
across the border. 

Senator Mayank. That is right. 

Mr. EnGrrtron. The bank in recent years has consistently opposed 
measures which would indiscriminately stimulate United States 
exports on credit terms, without taking into account the overall 
economic capacities of foreign countries to pay for their needed dollar 
imports. That kind of indiscriminate, artificial stimulation of our 
exports cannot be long continued on a credit basis. 

Ultimately, and probably very soon in the case of most countries, 
it would force a contraction of their imports from the United States 
even below previous levels. This bill, however, does not appear to us 
to give rise to these objections. This is chiefly true because it provides 
only a limited type of insurance against unusual risks of a predomi- 
nantly political, rather than economic, nature. This insurance would 
not relieve American exporters of normal business and credit risks 
which they are still willing to undertake, although, of course, it would 
tend to make their assumption of such business risks less difficult 
and expensive. 
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Senator Bus. This bill would not permit the insurance of ship- 
ments in time of war, would it? 

Mr. EpGrrtron. Yes, sir. 

Senator Busu. It would? 

Mr. Encerron. I think it would. 

Senator Busx. Do you think that is a good idea? 

Mr. Epeerron. | think probably under those circumstances there 
ought to be some additional legislation greatly enlarging the operations 
which could be undertaken, if we want to really continue it in a big 
way, because obviously the risks would be much greater and the de- 
mand on the part of the exporters would be much greater in volume. 
Now, I think, if the rates are rather high, many an exporter would 
still carry his own risk rather than pay the rate, whereas in time of 
war, whatever the rates, if they are going to export, they would want 
the insurance. “a is an offhand reply, Mr. Chairman. 

Senator Busu. Go ahead. We will come back to it later. 

Mr. EpGerton. Even though the bank’s existing statutory powers 
are broadly drawn, the specific authority, which S. 1413 provides, 
appears necessary if the Government desires to make this insurance 
available through the bank. Subparagraph (3) of the bill would 
permit the bank to call upon the facilities of experienced private 
insurance Companies or associations to carry out the program. 

We think that this would be the best and most feasible administra- 
tive procedure to adopt in issuing this insurance, since the bank’s staff 
would otherwise have to be much enlarged to process insurance 
applications and to administer the policies in a thorough and business- 
like manner. The services of private insurance companies are to be 
utilized in the marine war-risk insurance program of the Government, 
where underwriting agency agreements between the Secretary of 
Commerce and private comps anies have been executed or proposed. 

From preliminary investigations, we believe similar arrangements 
could be nc out for the administration of the insurance program 
contemplated by 5S. 1413. The compensation which the bank would 
pay to the private companies would, in our opinion, result in an 
ultimate cost to the Government less than that which would be 
incurred if the bank had to assume entire operational responsibility 
for the program. Employing the services of private companies 
would also follow the bank’s established operational patterns in its 
other activities, exemplified by its arrangements with United States 
commercial banks in the disbursement of bank funds under its foreign 
loans. 

In addition to employing private insurance companies as agents for 
issuance of insurance in the bank’s name, it seems to us that it would 
be desirable if the companies could be persuaded to participate in the 
program by actually assuming a proportion of the insured risks. The 
reinsurance authority contained in the bill would permit the bank to 
arrange for such participation, and we would explore this possibility 
with the insurance companies. But we wish to point out that pres- 
ent indications are that the efforts would be unsuccessful. 

Senator Busa. May | ask you to pause there. ‘To what extent has 
this been discussed with the insurance companies as to the practical 
aspects of it and their participation with the Export-Import Bank in 
this endeavor? 
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Mr. Epcrerron. Well, in a preliminary way only, nothing very 
concrete, but I think we endeavor to get all the information we could. 
That was done before I came with the bank. 

Senator Busx. Do you think that the conversations have been 
sufficiently detailed to insure their interest, that they will cooperate 
the way the bill permits them to do? Have they shown interest in 
the thing? Do you think they will come along and do their stuff, so 
to speak? 

Mr. Epcerton. [ would be inclined to answer in the affirmative, 
based largely on the fact that they already have a somewhat similar 
type of arrangement with the Secretary of Commerce now, as indi- 
cated above. 

Senator BusH. You expect a cooperative attitude from them, from 
conversations that you have had? 

Mr. Epcertron. Yes. We are doubtful that they would be willing 
to participate to the extent of carrying some of the risk, which we 
had hoped they would. 

Senator Busu. If they do not carry any of the risk, they ought not 
to vet ove very muc th for it, should they T 

Mr. EpGerton. Not very much. 

Senator Busu. That is why | wondered how interested they were 
in it. 

Mr. Epcerron. They would have to be paid reasonably, of course, 
for - service they render, but even so | am satisfied it would be 
much cheaper than any other way of doing it, and I do not believe 
many of the reputable companies would be disposed to try to drive a 
very hard bargain with the United States in a matter of this kind 
which is important to the national interest. 

Senator Bus. I suppose we should hope that they would take a 
rather generous view of this thing, so as to. come in and render a public 
service here not at any expense to themselves. It is an opportunity 
for the insurance companies to help in these critical times in connection 
with an important matter. 

Senator Mayrank. I think as the general said, it is in the general 
interest of the country. 

Mr. Eparrron. If vou want to go into our experience on that a 
little more, one of the other witnesses I have here who did participate 
in those talks could probably explain that better. 

Senator Busu. When you finish your statement, will you ask him 
to do that? 

Mr. Epaerton. Yes, sir. 

To continue, the bank has not had the opportunity to assess thor- 
oughly the extent of the need and demand for this insurance by 
American exporters generally. We assume that other testimony 
before this committee will address itself to that point. 

Senator MayBank. You can never do that until you get a law. It 
is awfully hard to get private people to cooperate on something that is 
in the stratosphere until yee get it written on the books and signed 
by the P residen it. They might come in here and say something, and 
then when the bill gets on ‘the Senate floor they might feel they had 
made certain statements that they should not have made. It is 
awfully hard to deal with private firms unless you have a specific law 
so that the lawyers know exactly what the law means. That lew been 
my experience; has it not been yours? 
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Mr. EpGerron. Yes, sir. 

Although the proponents of this bill, both in and out of Govern- 
ment, have indicated the value of a limited insurance program of this 
nature, we feel it important to call the attention to some of the prob- 
lems which we can foresee in the administration of the program, at 
least one of which is apparent on the surface—the question of rates. It 
would be desirable, if at all possible, to place this program upon a self- 
sustaining basis. 

The nature of the insurance, however, is such that this would un- 
doubtedly be extremely difficult, since claims which arise are likely to 
be concentrated at one time or to result from one widespread circum- 
stance, the obvious one being a sudden outbreak of general hostilities. 

It seems apparent that fixing a rate for this insurance on an actuar- 
ial basis would make it necessary to charge prohibitive premiums. 
Otherwise, private IMsurance companies would be in this business. 
Indeed, it is very doubtful whether the risks assumed in insurance of 
this type can be evaluated at all on the basis of any established 
tuarial standards. Nevertheless, the probable degree of the risk 
assumed by the Government would not necessarily be the same in all 
friendly nations, nor would it probably be the same with respect to all 
ty pes of eoods and commodities 

The rates to be chare d for the insurance could be \ aried, therefore, 
on an equitable, if not on an actuarial, basis. If advisable, these rates 
could also be made subject to change from time to time, particularly 
if open-type policies are issued. It may also b e possible, within limits, 
to spread the Government’s assumption of risk under the program, 
or at least to avoid concentrating it completely in one area. In 
essence, the rate problem which would confront the bank, in the event 
of enactment of this legislation, would be to establish rates which on 
the one hand would make the program as self-sustaining as possible 
by building up a fund available for payments under claims, but which 
would not at the same time make the insurance so expensive that the 
objective of the legislation would be defeated. 

There is another real problem which may prove to be even more 
formidable than the question of determining proper rates. I refer to 
the necessity of limiting the insurance to certain types of goods and 
commodities. Although the bill as presently drafted imposes some 
limitations on property eligible for the insurance, it nevertheless 
leaves a broad category of goods me products which, on the face of 
the legislation, could be insured by the bank against the specified, 
limited risks. The bank’s board of directors believes that this legisla- 
tion can be considered economically wise and administratively work- 
able only if the bank can exercise reasonable discretion in limiting the 
commodities and products which it will insure. 

Senator MayBank. General, that was my intention. We certainly 
have always given god those limited discretions in connection with all 
the loans made by the Export-Import Bank. We figured that you 
would handle this oa like the directors have handled the others. 
We cannot be an administrative body. We can only legislate. We 
have Lo vive you some loopholes. We have confidence in you. We 
voted for your confirmation and appreciate what you have done 
heretofore. 

Mr. Epcerton. Indeed, we believe that the provisions of the bill 
in their entirety support such an interpretation, because United States 
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exports—which during 1952 exceeded $15 billion in total volume—are 
not for the most part adversely affected by the lack of this type of 
insurance. Consequently, this program should be limited to those 
exports which really need such insurance protection in order to be 
sold abroad through regular commercial channels and which normally 
constitute an exportable surplus. We do not perceive urgent need to 
offer additional Government assistance for such exports as may be 
presently moving freely in foreign trade. In determining which 
exports would from time to time be eligible under such a standard, 
the bank would, of course, consult with other interested agencies of 
the Government. 

Senator Busu. The limitation which you speak of in the last 


| 


paragraph would have to be imposed DY the administrators of this 


bill: it is not in the law I think that is a cood comment there 


In view of what you say on page 7 about rates—vyou say it is very 
diff it to establish a rate because you do not know how big the 
catastrophe is going to be when it comes—have you made enough 
of ast lv of the thing to come to the conclusion that vou can establish 
a rat vii h Vlil not be prohil ILL to thes shippe rs who are cooing 
o avail themselves of this? 

Mir. EnGERTO We have not really made a study of what the rates 
would be Of course, if we could not establish a rate that would be 
supportable, we would not be accomplishing anything by the legis- 
lation. So the bank would try to make the rate so it would perform a 
Sel 1c even at the 1S 

Senator Bi 1. It vould certainly be your int Oo! would it n rt, 
General, to establish rates which exe: pt tor the hazards of war would 


make this thing pay its own way? 


Mr. Encertron. Yes, sir: we would endeavor to accomplish the 
objectives ol the legislation, | think even at some risk that the pro- 
eram might not ultimately be fully self-supporting because of the 


extraordinary hazards you might encounter. 

Senator Bus#H Sut except for a very dire calamity to some of these 
shippers who are not insured, it ought not to cost the taxpayers any- 
thine but ought to pay its wav: is that rieht? 

Mir. Epocerton. That is right. In order to protect the resources 
of the bank which are set up for another purpose. We are allowed to 
draw upon those resources, but from the purpose of their establish- 
ment we would not like to see them depleted for this, so we will 
attempt to make the rates in those limits between what most con- 
servative theory would sav was sure to make itself liquidating and the 
rate which is readily supportable by the commodities 

Senator Busu. Did you wish any of your colleagues here to make 


anv comments? 


Mr. Encerron. I brought them for questions. They all helped in 
the preparation of this statement. 

Senator MayBank. They all agree with that statement? 

Mr. Encrerron. Yes, sir. 

Senator Busu. Thank you very much, General. 

The next witness is Mr. Howard H. Gordon, Administrator, Pro- 
duction and Marketing Administration, Department of Agriculture. 

Mr. Gordon, do you want to read your statement or file it and speak 
on it, or how do you want to proceed? 
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STATEMENT OF HOWARD H. GORDON, ADMINISTRATOR, PRODUC- 
TION AND MARKETING ADMINISTRATION, DEPARTMENT OF 
AGRICULTURE 


\Mir. Gorpon. I would prefer to read my statement. 

As vou probably know, I am subatiGution for Mr. John Davis, 
president of the Commodity Credit Corporation. I have with me 
Mr. Banks Young, who is working with us on cotton problems. He 


has been working very closely with a Special Cotton Advisory Com- 


mittee on Export Also Dr. Palmer of the Foreign Agricultural 
Service, and Mr Sh rman of the Cotton Branch, in case any technical 
questions may arise. 

Senator Busu. Do you mind being interrupted as Vou proceed? 


Mir. Gorpon. Not at all 
5 ator MayBaNnk. I am on the Subcommittee of \ppropriations 


for Agriculture Che Secretary is over there now; is that right? 

Mr. Gorpon. Yes, su 

Senator Mayspank. And the other gentleman is over there? 

f Gorpon. That is ri 

senat MAYBANK. That is why the are not her ? 

! (GORDON. That is righ 

Senator MAYBANK. Senator Yo ng had called this meeting some- 

rie oor yvour a sproprh tions tor next vear, and when | vel through 
I e | am exe) i” over there. | want to make this clear for the record, 
too. I understood, the Secretary thoroughly agrees with this state- 

Mi {,TORDON. Chat is I ‘ 

Senator Mayspank. Thank you, sir. 

\[Ir. Gorpon. I am pleased to appear before this subcommittee to 


discuss 8. 1413, a bill to amend the Export-Import Bank Act of 1945, 
as amended. S. 1413 would authorize the Export-Import Bank to 
insure tangible personal property of United States origin exported 
from the United States and in transit or located m any friendly 
country against certain abnormal risks—provided the property were 
owned or held as collateral by citizens of the United States. 

The Department of Agriculture endorses this bill. 

As you know, exports of several major agricultural commodities 
have been lagging. We have been advised by individuals and organ- 
izations well versed in practical problems of international trade that 
S. 1413 is one of several possible steps that could be taken to meet 
this problem. Furthermore, we like the way S. 1413 would fit into 
the overall picture. While it would provide a certain type of Govern- 
ment guaranty, it would leave with private trade, where it belongs, 
the actual task of widening our export outlets. 

But let me make myself clear on one point. What we refer to as 
the “export problem” is actually made up of many problems, some of 
them quite complex. These problems differ from commodity to com- 
modity. They differ from country to country. 

S. 1413 is not proposed as an answer to all the problems. 

At the same time, 8. 1413 could help us to overcome one problem 
that is hampering exports. I refer to what might be described as 
“political risks,’ which include loss of or damage to American-owned 
commercial property abroad through hostile or warlike action, or 
through confiscation or requisitioning by a government or public 


: 
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authority. S. 1413 would authorize the Export-Import Bank to in- 
sure against such risks—a type of insurance commercial firms cannot 
now underwrite, except at prohibitive rates. To the extent that 
S. 1413 could help us to overcome this particular problem, it could 
of course, facilitate exports. 

Before discussing specific features of the bill, I would like to cover 
very briefly the export situation that faces agriculture today. A little 
background on the present status of our agricultural exports will, I 
believe, help to put S. 1413 in its proper, perspective 
For the first half of the 1952-53 fiscal year, cotton exports dropped 
1.5 million running bales from the 3 million bales shipped in the 
same period the preceding year. Wheat exports fell to 158 million 
bushels from 220 million bushels And shipments of leaf tobacco 


to 


declined to 223 million pounds from 355 million pounds 
I hardly need to point out that the export market is most important 


P ! 
to producers of cotton. wheat and tobacco In the three most recent 
crop years for which information is complete, 1949 through 1951, o 
VT rt f ittan < raced 9 ‘lant f lived ry Wheat . 
exports Of cotton averaged 56S percent or production Wheat exports 
accounted for 37 percent. lobacco shipments made up 26 percent of 
. va 
total production These three commodities—cotton, wheat, and 


. ’ . 1] 
tobacco account on the average tor about two-thirds oO! the dollar 


ae : 
value of all agricultural exports 

There are two major causes back of the sharp drop in cotton, wheat, 
and tobacco exports. Dollar shortages continue in most of the im- 


porting foreign countries, which means that preference is given to 


supplies from soft currency or nondollar areas. This is true even when 
the supplies command premium prices irthermo1 increased 
supplies 1m areas outside the United States, which include supplies 
in soft currency areas, have had an effect. These larger supplies have 


meant keener price competition with commodities produced in the 
United States. 

Recently, 53 agricultural and cotton industry leaders met in Wash- 
ington at the request of the Secretary to study current price problems. 
At the end of the conference, the advisory committee issued the fol- 
lowing statement: 


The drop which has taken place in cotton exports is the most serious prob!em 
currently facing the cotton industry. It is of utmost importance to cotton pro- 
ducers that every effort be made to maintain and expand our export outlets. 
Failure to sell more cotton abroad will mean unsatisfactory cotton prices and 
will make it necessary for farmers to reduce their production drastically Any 
substantial re duction in cotton acreage would foree farmers to e. pand the pro- 
duction of other commodities and this would have serious repercussions throughout 


The committee made 13 specific recommendations. Of these, the 
cotton committee’s No. 1 recommendation was for immediate action 
to provide 

insurance for domestic exporters against war risk, confiscation, and seizure of 
cotton stored in foreign countries to facilitate the immediate movement of cotton 
to foreigi uintries and the rebuilding of stocks to adequate levels. 

In addition, the committee recommended that a small group be 
appointed by the Secretary to make an intensive study of the cotton 
export problem. This group also recommended action to provide 
such insurance. Action under S. 1413 would be in line with these 
recommendations. 
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Mr. Chairman, the chairman of that subcommittee and several 
members are here in the audience this morning, I notice. 


- RR m4 ‘J le y 
lOenacor B SH iney are weicome. 
Mr. Gorpvon. Right now stocks of American cotton in foreign 


‘ 


countries are far from adequate. This situation traces in part to a 
lack of dollars, but it also results from the difficulties and high cost 
of obtaining credit, and the fear of inventory depreciation if prices 
decline further. It is extremely difficult for foreign mills and mer- 
chants to protect themselves against inventory losses through hedging 


' 


operations on tutures exchanges 
here are no futures exchanges operating outside this country on 
whi h Ame ean cotton can satisfactorily be hedged, and fore:gners 
renerally do not hay he dolla ‘quired to carry on hedging opera- 
ions here. ‘There was no inventory problem when prices were 
advancin put tl who could not hedge stocks during recent price 
clines were forced to reduce inventories so as to minimize losses. 
vould probably require over a million bales of American cotton 
foreign pipeline Stoci mill and merchant stocks, that is, to 
onsidered desirable by foreign mills. Providing insurance 
against “political risks’’ would do much, I believe, to encourage 
private industry in this country to rebuild stocks in foreign importing 
I sincerely hope that all exporters will be able to utilize 
is lIrance 


Senator Mayspanxk. Let me stop you right there. There was some 


| ind there when this bill was introduced, and I think it is going 
( d tomor his would build up big shippers or create a 
no L\ fhe judgment of the Commodity Credit Corporation, 
rom what I understood from the Secretary, is that this bill provides 
Devt ior smallez snippel than big shippers be ause the big shippers 
an more easily get credits and insurance; is that right? What is 
a) () in on ? 

Mir. Gorpon. I would like Mr. Young to answer that. 

Senator Busu. Mr. Young, will you comment on the Senator’s 
nquiry? 

Mr. Youne. Senator Maybank, | think your analysis is correct, 


Small shippers normally in the past have shipped cotton abroad on 


a cash-on-arrival basis. It is my understanding that the banks will 
not now finance that type of operation without this insurance. This 
insurance, then, would permit them to resume a normal operation, 
which they very much desire to do. 

Senator Maysank. In other words, these rumors that have been 
put out, in your judgment, are unfounded? 

Mir. Youne. I think that is correct, Senator The board of directors 


American Cotton Shippers Association have unanimously 


app d this olution. They have small shippers as well as large 
shu rs on their board. It is true there is some opposition. 
Senator Mayrankx. | am a former cotton man myself, having 
life ginnin ytton, buying cotton, and selling cotton. 
I vhy have those rumors come out, in your judgment? 
Mr. Youne. I do not know. It is difficult to say why they would 
oppose it. Iam not st They have advanced several reasons, none 


I whi h seem To us to be reasonable One of them, for example, is 
that it would adversely affect the Department’s determination under 
the cotton marketing quota regulations, because the cotton would be 
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moved out of this country and therefore would not be taken into 
account in the stocks in determining whether we have marketing 
quotas. 

Senator Maypank. The Department of Agriculture includes 
every bale of American cotton in its stock of carryover, whether it be 
in England or whether it be in Germany or whether it be in this 
country; is that not correct? 

Mr. Youna. No, sir, the carryover statistics in marketing quotas 

determinations do not include the stocks outside the country, but 
the stocks outside of the country are taken into consideration in 
estimating exports. The point is that the stocks of American cotton 
outside this country are low. 

Senator Mayspank. But you include them in the world carryover. 

Mr. Youne. But world carryover that does not go directly in the 
marketing quota determination. 

Senator Mayank. I understood that, but it is included. 

Mr. Youna. Oh, yes. 

Senator Busu. May I ask a question? 

Previously in your statement, Mr. Gordon, you spoke about the 
decline in cotton exports and in wheat and tobacco. Is that, in your 
opinion, connected with this reluctance of the bankers to finance these 
shipments because of the lack of this insurance, or is it due to some 
other reason? That is on page 2 of your statement. Whichever one 
wants to answer the question will = all right. 


Mr. Younc. This is one part of it, the reluctance of the bankers 
to finance. It is not the only cause aa the reduction of exports, as 
the statement points out. There are other reasons. 


Senator Busu. But I take it from what you said, that the reluctance 
the bank to finance is beceuse the lack of insurance is already 
showing itself to have an effect on the export market. Is that right? 

Mr. Youne. That is our opinion. 

Senator Busu. You feel that it definitely is a deterrent to the 
export business? 

Mr. Youne. Very definitely. 

Mr. Gorvon. We pointed out that it would take about a million 
bales to fill the pipelines which have dropped to a very low point. 
The drop in exports is about 2 million bales at the present time. 

Senator Busu. And conversely, the passing of this legislation would 
restore confidence so that we could expect an increase in exports? 

Mr. Gorpon. Of perhaps a million bales to fill these pipelines. 

Senator Busu. All right, do you want to go ahead? Did you have 
any questions, gentlemen? 

Senator Frear. This bill covers more than just cotton, does it not? 

Senator Busu. Everything. 

Mr. Gorpon. I am coming to that in just a moment. 

Commercial interests in this country cin finance pipeline stocks of 
American cotton more cheaply and with less hazard than foreign com- 
mercial firms because interest rates here are lower than those abroad 
and United States firms can protect themselves through hedging. 
Any reduction in the cost of financing of American cotton stocks 
abroad should reduce the ultimate cost of such cotton to consuming 
mills. This would enable American cotton to compete more success- 
fully than hitherto with foreign growths. Another real advantage 
lies in the fact that immediate availability of American cotton would 

82157—53——-4 
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permit mills to make selections—and this ready availability should a 
increase consumption 0 
You have here your four major arguments. One is cheaper money; 
another is that hedging is possible where it is not possible at the D 
present time, and also the immediate availability will enable them to 
vet the exact kind of cotton they want very promptly and therefore I 
en rage consumption 
| have, up to now, placed emphasis on this bill in relation to exports 
of cotton. But several other commodities might be helped by this 
legislation—particularly the storable commodities, which normally 
are, or which can be, sold on consignment. This type of insurance 
could have considerable applicability in the case of tobacco and it 
i be used under certain circumstances to facilitate trading in 
wheat and coarse grains. It is difficult, however, to appraise with ( 
any precision just how much this type of insurance would be used for 
ral commodities ; 
Th e two things the bill will not do that should be mentioned. 
First, the bill would not put the Government in competition with 
private insurance firms. ‘The insurance provided by S. 1413 would 
cover risks which, we understand, commercial insurance companies | 
are not now in a position to underwrite, except at rates which would 
be prohibitive. Insurance could be provided only to the extent that 
it could not be obtained on reasonable terms and conditions from 
private companies furthermore, in providing insurance the bank is 
authorized to use commercial companies as its underwriting agents or 
in adjusting claim 
Second, 5. 1413 would not guarantee profits. S. 1413 confers no 


authority to protect prices, take over stocks, or shield businessmen 
from any of the normal business risks. 

Let me turn now to a discussion of specific provisions of S. 1413. 

Section 1 of the bill would amend section 2 of the Export-Import 
Bank Act of 1945, as amended, by authorizing the bank to insure, 
against certain specified risks, tangible personal property of United 
States origin exported from the United States in commercial inter- 
course and in transit to or located in any friendly nation outside the 
United States, to the extent that such property is (a) owned wholly 
or in part by citizens of the United States, or (6) constitutes security 
for financial obligations owed to citizens of the United States. 

The risks covered include abnormal or political risks such as loss or 
damage due to hostile or warlike action in time of peace or war, or 
from an order of any government or public authority confiscating, 
expropriating or requisitioning such property. Not more than 
$100,000,000 in insurance may be outstanding at any one time. 
Coverage is limited to 1 year except that the bank may extend or 
renew such insurance for periods of not to exceed 1 year as determined 
by the bank. 

[ shall not comment on other sections of the bill. They relate 
primarily to the ways in which the bank shall provide insurance. 

[ say again that S. 1413 is no cure-all for the many problems that 
surround the exportation of our farm products. But I have been 
informed by representatives of the cotton industry that it will be 
immediately effective in moving some cotton to foreign countries. 
Because it promises to do this for cotton—and because it may be 


a a ee 
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applicable to other agricultural export commodities—the Department 
of Agriculture is giving S. 1413 full endorsement 

Senator Busu. Now, are there any questions? Thank you very 
much, indeed, Mr. Gordon, for that very clear statement. 

The next witness is Mr. Craig R. Sheaffer, Assistant Secretary for 
Domestic Affairs, Department of Commerce. 

Mr. SHEAFFER. 


STATEMENT OF CRAIG R. SHEAFFER ASSISTANT SECRETARY 
FOR DOMESTIC AFFAIRS, DEPARTMENT OF COMMERCE 


Senator Busu. Do you have a prepared statement, Mr. Sheaffer? 

Mr. SHearrer. Mr. Chairman, I would like to read into the record 
our letter of April 10. 

Senator Busu. Is that the letter we just put into the record a few 
minutes ago? 

\lr. SuHearrer. I did not hear it. 

Senator Busu. This letter has already been made a part of the 
record. (See p. 9.) Now, if you wish to read it again, we would be 
glad to have you do so, or would you like to speak about it? 

Mr. Suearrer. No, sir. 

Our position is this: The Department of Commerce feels that this 
legislation is in order. We wanted to be certain that if the legislation 
were introduced, that it contain all products, manufactured products 
as well as agricultural products. 

Senator MayBank. Just for the record, Mr. Chairman—— 

Senator BusH. Senator Maybank. 

Senator Maypank. I wanted the Secretary to know that it is 
certainly my intention that any legislation that I may introduce is 
going to contain that which you have mentioned. It is not a com- 
modity bill. 

Mr. Suearrer. As it reads now, that is the case. 

Senator MayBank. Yes, sir. 

Mr. Suearrer. We understood that there might be some inclina- 
tion to eliminate that. 

Senator MaysBank. Of course, I can only speak for myself. 

Senator Busu. You are satisfied that the bill is broad enough to be 
inclusive of the other shippers? 

Mr. SHEAFFER. Yes, sir. 

Senator Maypank. I might say for the record that if any such 
attempt is made in the Senate, I would be the first one to sts and by 
the bill as now written. 

Mr. Suearrer. That is our reason for being here, principally, to 
try to make plain that we would hate to see manufactured products 
eliminated from the bill. 

Senator Busu. Just on that point, Senator, you have not had any 
complaints from any industry or shippers that would indicate that 
this bill was exclusive? 

Senator Maypank. No, I have not. But, as a matter of fact, I 
have had statements from manufacturers who highly favor the bill. 
For instance, in New England and the South, where textiles and that 
sort of thing are exported, textiles being one of the largest exports in 
this country, they are all in favor of it, the ones I have talked to 
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Mr. SnHearrer. We have had the same experience in the 
Department. 

Senator Busn. Will you proceed, sir. 

Mir. Suearrer. As to the question that was brought up on the 
possibility of the Department of Commerce exercising residual powers 
in this bu!, we feel it does not belong there. Our war-risk insurance 
stops at the foreign coast 

Senator Busn. Do vou approve of tne K port Import Bank being 
the administrator? 

Mr. SHEAFF} Decidedly. 

Senator Busu. Is there anything further vou wish to add? 

Mr. Saearrer. Nothing at the present time. 


Senator Busu. Are there any questions of Mr. Sheaffer? 

Senator Frear. | wondered if Mr. Sheaffer believes the Export 
Import Bank should limit its type of activity, rather than being an 
international bank? 

Mr. SHearrer. You mean do I have any opinions as to the Export 


Import Bank handling a function of this kind? 

Senator Frear. No. I have gathered from what you have said 
that you do agree that the Export-Import Bank is the one to handle it. 

Mr. Suvarrer. Yes, sir 

Senator Frear. But what I am now asking you is this: Do you 
agree that that should be the limitation on the workings of the Export- 
Import Bank? 

Mr. SHearrer. I have no opinion on this matter, Senator; I am 
not competent to say 

Senator Frear. I disagree with you. I think you are thoroughly 
competent to say, but I can understand why you do not want to 
answer it, sir. 

Mr. SHearrer. | hope you do. 

Senator Busu. Are there any other questions of the Secretary? If 
not, we are very much obliged to you, thank you very much. 

Are there any other witnesses to be heard this morning? There are 
other witnesses here who were to be heard tomorrow. If they are 
villing to testify at the moment, we would be glad to hear them. 

Mr. McGregor, will vou be heard now, sir? 


Mr. McGrecor. Yes, sir. 


STATEMENT OF WILLIAM A. McGREGOR, A VICE PRESIDENT OF 
THE GUARANTY TRUST CO. OF NEW YORK 


Senator Busn. Mr. McGregor, how are you? 

Mr. McGrecor. Very well, thank vou. 

My statement is a very brief one. 

Senator Busx. Would vou read it? 

Mr. McGrecor. Yes, sir. I restricted it particularly to the bank- 
ing angle. 

Senator Maypank. I have no reason to dispute that statement, 
knowing Mr. McGregor. 

Mr. McGrecor. I have an interest in the passage of bill S. 1413 
for I think it will stimulate the export of certain American products, 
cotton being one of the most important items. 
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For many, many vears the Guaranty Trust Co. has loaned sub- 
stantial amounts of money to cotton merchants for the handling of 
the American crop. I have had occasion to observe the practices of 
the trade, and the terms and conditions under which sales are made 
to domestic mills and foreign buyers. Subsequent to the first world 
war, a large part of our exports of cotton was represented either by 
consignments to important importing countries of the world, or by 
what is generally termed “cash arrival sales.”’ 

\s world tensions increased, merchants were correct in their con- 
clusions that they could not afford to take the risks inherent in sales 
on these terms without adequate insurance channels. It was neces- 
sary for them to require foreign buyers to arrange letters of credit 
providing for payment through American banks, thus eliminating 
the assumption of the uninsurable risks following the cotton when it 
landed on foreign shores. Providing letters of credit is an expensive 
procedure for the buyer and, if shippers find it possible to undertake 
- the business, | am confident foreign consumers would much prefer 
to arrange their purchases on cash-arrival terms or take delivery from 
consigned stocks. 

Merchandising cotton is a most competitive business in which there 
is a very small margin of profit, averaging perhaps about 1 percent 
on the turnover. Consequently, merchants cannot expose themselves 
to risks completely beyond their control, and those of us in banks 
engaged in the financing of merchant operations try to see to it that 
they do not assume such risks. To secure loan accommodations from 
banks it is customary for merchants to pledge cotton as collateral, 
providing a small margin, usually about 15 percent; mn oreover, total 
credit accommodations extended these merchants are very substantial 
in relation to their own net worth. Therefore, banks must insist 
that they protect themselves in every way possible, adequate insurance 
being a necessity. 

With the insurance protection provided under this bill, I think 
banks would be favorably disposed to making loans against foreign 
shipments, both cash-arrival and consignments; foreign buyers could 
be given more favorable terms of purchase; and | am confident 
exports of American cotton would be stimulated thereby. 

Senator Busu. Do you think it would be really stimulating to the 
export business at this time? 

Mr. McGrecor. I do. 

Senator Maypank. And the banks will cooperate? 

Mr. McGreeor. | feel confident they will. 

Senator Busu. Are there any other questions? 

Senator Freer. You have several branches abroad, do you not? 

Mr. McGreaor. Yes, sir, we do, in London, Paris, and Brussels. 

Senator Frear. I think it was stated here you are well qualified 
to express opinion on this type of legislation? 

Mr. McGreeor. I| think so. 

Senator Frear. I agree with that, too. 

Senator Busu. Are there any other questions? Thank you very 
much, Mr. McGregor. 

Are there any other witnesses who would like to be heard this 
morning? 
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STATEMENT OF ROY LEIFFLEN, COUNSEL, ASSOCIATION OF 
MARINE UNDERWRITERS OF THE UNITED STATES 


Senator Busu. Will you state your name, please, and proceed. 

Mr. Lerrrten. My name is Roy Leifflen. 

Senator Busu. You have no prepared statement for us to follow, 
have you? 

Mr. Lerrrven. I have it in the office, Senator. I did not bring it 
down. I understood you wanted 50 copies. I could bring it to you 
this afternoon. 

Senator Busu. Is this a long statement you have? 

Mr. LerrrLen. No, sir, about four pages double spaced. 

Senator Busn. Well, if there is no objection, you may proceed, 
then, in your own way. 

Do you mind being interrupted? 

Mr. Lerrrien. No, sir. 

My name is Roy Leifflen and I am a partner in Bigham, Englar, 
Jones & Houston, counsel for the Association of Marine Underwriters 
of the United States. The Association of Marine Underwriters of the 
United States is a trade organization composed of American insurance 
companies that are engaged in the writing of ocean marine insurance. 

First of all, I wish to point out that the position of American in- 
surance companies is that they are traditionally opposed to the entry 
of the Government into the insurance business. However, marine 
underwriters realize that this bill is designed to provide a protection 
which is not available in the commercial insurance markets, for the 
reason that private marine insurance underwriters came to the con- 
clusion, prior to World War II, that war-risk insurance on cargoes on 
shore, other than for a limited period at a transshipping point, pre- 
sented the potentialities of such large concentrations and losses that 
it was beyond their financial capacity to carry such risks. The de- 
velopment in recent years of new weapons with potentialities for 
destructiveness beyond human experience or human conception, lends 
even more weight to the decision of the commercial underwriters that 
their insurance against war risks must be limited so as not to endanger 
the assets of their companies, which assets must be preserved for the 
protection of all the policyholders and not just a few. 

Ocean marine underwriters also recognize the fact that the United 
States Government will probably find it expedient to furnish marine 
war risk insurance facilities in the event of a third world war. Public 
Law 763 was passed by the S8lst Congress for that purpose, and 
precedents exist in that marine war risk insurance was made available 
by the United States Government during World Wars I and II. 
The bills authorizing such war-risk insurance were not opposed by 
American marine insurance underwriters. 

The association understands that this legislation was primarily 
introduced for the purpose of providing for exports of American 
cotton, in storage in friendly foreign countries in which an American 
citizen or American corporation, partnership, or association still has 
a financial interest. The bill, however, does not confine the Export- 
Import Bank’s authority to insurance of cotton, and if passed, 1 
would appear that exporters of any agricultural or manufactured 
commodity, or any type of merchandise exported from the United 
States would be eligible for this insurance, subject to the limitations 





EXPORT INSURANCE a7 
in the bill. ‘The revised bill provides for an aggregate limit of insurance 
not in excess of $100 million outstanding at any one time, and presum- 
ably once this amount was in force it would be impossible for other 
exporters to avail themselves of this protec tion. The e xports of the 
United States during the year 1952 are estimated to total approxi- 
mately $15 billion, and while it is very likely that the financial interest 
of the American shipper terminated prior to discharge of the overseas 
vessel on a substantial part of these exports, the possible limits which 
the Export-Import Bank might be ultimately called upon to insure 
might well exceed the stated limit 

In this event, the Export-Import Bank would be faced with the 
alternative of asking for further congressional authority or of dis- 
criminating between American concerns or trade groups. 

Senator MayBank. I do not think Congress would do that, because 
once you get an authorization, as you know by now, you will always 
increase or decrease. One Congress cannot bind another. 

Now, a few years ago we increased the Export-Import Bank’s 
authorization $1 billion. I do not think that any future Congress 
would permit a situation where there would be discrimination against 
automobiles in favor of something because they did not have enough 
funds. I just wanted to make that point for the record. We have 
increased the Export-Import Bank’s authority on many occasions in 
the past and, if necessary, we may do so again. 

Mr. Lerrrten. The former course would appear to involve risks 
of very serious loss to the Government, as it is the considered judg- 
ment of underwriters that modern weapons of war render substan- 
tially the entire amount of insurance subject to loss in the event of 
outbreak of hostilities. 

While the bill specifically says that it is intended to provide insur- 
ance for the benefit of citizens, corporations, partnerships or associa- 
tions of the United States (lines 9 to 12, p. 1) in lines 10 and 11 on 
page 2, it provides for insurance on property that is owned in “whole 
or in part”? by the assured, and the question therefore arises as to 
whether or not this latter provision would not make the insurance 
available to noncitizens in cases where the ownership of the mer- 
chandise was only partially in the name of a United States citizen. 

Senator Frear. You do not think lines 9 to 12 are sufficiently 
restrictive? 

Mr. Lerrrien. I think it might be clarified somewhat. 

Under the phraseology “confiscating, expropriating, or requisition- 
ing’? many contingencies might be covered which are not really war 
risks, but which might be the result of a breach of the law of the 
country in which the goods are located. Many countries today, for 
example, have currency and/or pure food regulations, and a confisca- 
tion, expropriation or seizure because of a breach of such regulations 
might be recoverable under insurance wise in accordance with 
ierms of the bill, even though no warlike situation existed. 

The bill provides that the insurance is to be limited to a “friendly’’ 
foreign country; and I wish to point out that a country hostile to- 
ward the policies of the United States may still technically be a 
friendly country. 

In addition to the above comments, the association has one very 
specific objection to the wording of 5S. 1413. Under the authority of 
lines 13 to 19 on page 2 read in conjunction with line 4 on page 2, 
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the Export-Import Bank will be authorized to provide war-risk in- 
surance on goods not only while on shore at destination but also 
while in transit by sea or air to the port of destination. 

Since the Secretary of Commerce is authorized to provide war-risk 
insurance on shipments by vessel and air when such msurance can- 
not be obtained on reasonable terms and conditions (Public Law 763, 
Sist Cong., and Public Law 47, 82d Cong.), it seems to us that the 
Export-Import Bank should not be authorized to provide insurance 
on goods while on overseas voyages, either by vessel or aircraft, under 
any circumstances. Such coverage is currently available in the com- 
mercial insurance market at reasonable rates. 

Accordingly, we suggest that line 4, page 2, should be amended by 
striking out the words ‘‘in transit to or” and inserting the words “‘or 
in transit in,’ after the words “‘located in” (line 4, p. 2). The phrase 
will then read, commencing line 1 and ending line 5: “against the risks 
of loss of or damage to tangible personal property of United States 
origin which is exported from the United States in commercial inter- 
course and is located in, or in transit in, any friendly foreign country, 
to the extent that such loss or damage results,’’ et cetera. 

Senator Frear. I just do not see the change that you made in 
that. Your change was in line 4, was it not? 

Mr. LerrrLen. Yes, sir. 

Senator Frear. Your proposed change? 

Mr. Lerrrien. “Which is located in or in transit in.” 

Senator Busu. It has arrived? 

Mr. Lerrruen. Yes, sir; the ocean voyage is over. 

Senator Frear. What? 

Mr. Lerrrten. The voyage is over. 

Senator Frear. Then you want to restrict the insurance to arrival 
and thereafter? 

Mr. Lerrrien. Yes, sir. 

Senator Frear. Not during transit? 

Mr. Letrrten. That is right. 

Senator Bus. Why are you against the language the way it is? 

Mr. Leirrien. For the reason that at the present time under 
existing law, the Secretary of Commerce, when an occasion arises, is 
authorized to issue insurance. 

Senator Busu. For transit? 

Mr. Lerrriten. Yes, sir. 

Senator Frear. Then you think it is an overlapping thing? 

Mr. Lerrr_en. Yes, sir. 

Senator Frear. You think the Export-Import Bank is taking part 
of the privilege belonging to Commerce? 

Mr. Lerrr_en. It could give rise to controversy. 

Senator Busu. Are you afraid that this language presents a danger 
of encroachment on the business of the companies you represent? 

Mr. Leirrten. No; I would not say that, Senator, because it 
provides specifically in the second section for a contingency like that. 

Senator Bus. They have the first call on the business? 

Mr. Lerrruen. Yes, sir. 

Senator Frear. But in your suggestion, do I gather that you would 
prefer the Department of Commerce insuring the transit and then the 
Export-Import Bank picking it up there and continuing? 

Mr. Lerrrien. I think it is a neater way of doing it. 





EXPORT INSURANCE 29 


Senator Busu. Is there an insurance program in existence which 
insures these goods in transit across the coean? 

Mr. LerrrLen. No, sir, there is not at the present time. 

Senator Bush. It is all done on a private basis, is it not? 

Mr. Lerrriten. Yes, sir; there is no need for it. The Department 
of Commerce is presently working up a whole program which they will 
have all re ady in the event of hostilities 

Senator Busx. Just offhand, it seems to me unfortunate that we 
have to get another department in the insurance business besides the 


Kxpo t-Import Bank I think the De partment of Commerce has not 
object d to this In fact, thev endorsed this lang lace 

Senator Frrar. That is Voul opinion? 

Mr. Len . Xe 

Senator Bus. Have you discussed this with them? 

\lr. Lerrrten. | have discussed it informally with Commerc: 


We have had no official meeting. 
senator MM AYBANK. It is just a question of having Commerce doing 
part of the job and having Export mport Bank doing part of il, 
Senator BusH Will you proceed r’. 
ir. Lererten. We also wish to point out that the legislation 


<Q] 


\ 


proposes a coverage on property in foreign countries which the Cong- 
ress has not so far pro\ ided for property on shore in the United States. 
That is the so-called war damage bill, or bills, none of which has been 


enacted for property on shore in this country 
While underwriters are hesitant to oppose governmental coverage 
in this field where commercial protection is not availeble, they feel 


that the same problems which deter commer ial und writers from 


viding this insurance apply to an even greater extent to the grant- 
ing of this insurance by the Government 

Senator MayBank. The only trouble about this is vith the private 
people. Certainly we would not want to authorize anything here 
that you can do. But, on the other hand, the Government is so much 
tied up with other things other than what the insurance companies 
are tied up with that they have to look at the whole overall picture, 
Like the question of commodity credits, all you have to do is insure 
things for private people, but you are not responsible for the cotton 
or Wheat or automobiles, whereas the Government is responsible for 
the whole thing. 

Senator Busu. | think in fairness it ought to be made clear, at 
least I believe it is clear that while the Government is justified in 
doing what this bill provides—they have a picture of what is at risk 
they have a limited liability. It is limited by the exports, and we 
know about what they are and what they can be at any one time. 
But the war damage insurance that you speak of here has not been 
handled here yet but it is going to be before the committee. But 
the difficulty there is the damage is immeasurable. 

Mr. Lerrrten. There is no way to measure the damage 

Senator Busn. That is right, there is no way to measure the damage 
So I do not think it is quite fair to suggest, if you did, that there is a 
little discrimination here in favor of the exporters. 

Senator Maypank. It is limited to $100 million. 

Senator Busu. You do not really have any objection to this as 
being discriminatory, do you? 

Mr. Letrrien. No, sir. 
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Senator Busy. Proceed 

Mr. Lerrruen. That is all 1 have to say. 

Senator Busu. I have a letter from H. W. Farnum, Insurance Co. 
of North America, which will be inserted in the record at this point. 

The ietvel referred to follows 


INSURANCE COMPANY OF NorTH AMERICA, 
Philade hia 1. tpril 13, 1953 
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H W. | ARNUM, Vice President. 
Senator Busn. If there is no objection, the subcommittee will 
recess until to.norrow morning at 10 o’clock 
Whereupon, at 11:15 a. m., the subcommittee recessed to recon- 
vene at 10 a. m., Tuesday, April 14. 1953 
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TUESDAY, APRIL 14, 1953 


UNITED STATES SENAT! 
SUBCOMMITTEE ON SECURITIES, INSURANCE AND BANKING, 
COMMITTEE ON BANKING AND CURRENCY} 


The subcommittee met pursuant to notice, at 10 a. m., in room 301, 
Senate Office Building, Senator Prescott Bush (chairman) presiding. 

Present: Senators Bush, Mayban and FKrear 

Senator Busw. The committee will pk 0 

The first witness today is from the American Farm Bureau Federa- 
tion, Mr. Walter L. Randolph. 

Mr. Randolph, 2ood morning. Do you wish to file a statement? 


Mr. Ranpoupen. Mr. Chairman, I would like to read my statement. 


Senator Busu. All right, you may proces a. 


STATEMENT OF WALTER L. RANDOLPH, AMERICAN FARM BUI 
FEDERATION 


bed 
’ 
> 
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Mr. Ranpoten. My name is Walter L. Randolph, president of the 
Alabama Farm Bureau Federation, with beadquarters at Mont- 
gomery, Ala., and a member of the board of directors of the American 
Farm Bureau Federation. I am appearing today on behalf of the 
American Farm Bureau Federation. 

We favor the passage of S. 1413 because we believe it will stimulate 
and facilitate United States exports and will at the same time greatly 
assist the free countries of the world in acquiring the agricultural com- 
modities they need at reasonable prices. We believe this will be most 
effective in the movement of commodities such as cotton. 

Prior to World War II it was customary for exporters to store in 
foreign countries stocks of their commodities from which the trade in 
that country could withdraw in order to meet their needs. This was 
a customary practice and, as we understand it, the private insurance 
companies were perfectly willing to write insurance to cover losses that 
might be incurred due to war, confiscation, expropriation, or requisi- 
tion. With the unsettled conditions that exist throughout the world, 
we can understand why private insurance companies are no longer 
willing to take these risks. We believe that if authority is granted to 
the Export-Import Bank for reinsuring these risks up to $100 million, 
it will greatly facilitate the normal number of exports. 

The rate of cotton exports from the United States are about one- 
half what they were last season and below what we think of as normal. 
This reduction in exports has been accompanied by a drop in the 
market price of cotton of about 7 cents per pound or roughly 17 per- 
cent since last season. Unless the volume can be increased, farmers 
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will be faced with the question of reducing production by several 
million bales in 1954. There is not necessarily an oversupply of cotton, 
but we think it is a case of under consumption. 

We have mentioned cotton specifically in connection with this bill, 
because we know of the normal prewar practices in connection with 
this commodity. However, we believe that the passage of S. 1413 
r administration will facilitate the export of many 
other agricultural and nonagricultural commodities 


The stocks of cotton (mill and merchant stocks) in cotton consuming 





with the prop 


countries of the world have been reduced abnormally and are now at 


the lowest level in peacetime and far below what is considered desir- 
able for efficient operation We realize that this reduction in stocks 
be attributed to many factors: pr r] pe the most important of 
which the lack of dollar exchange The pipel ne must be rebuilt 
or the security of the foreign mills and to permit maximum efficiency 
their operation it is estimated that it would take more than a 
million bales of cotton to build these foreign mill stocks to a level that 
sidered by the foreign mulls to be desirable 
i irance protection against some of the unusual risks that are 
d by this bill will be very helpful in meeting some of the problems 
( by the present situatio1 
\\ nil this method « facilitating exports and refilling the pipe- 
lines through the free enterprise system is much preferable to the 
lternatives of building stocks over the world by government arrange- 
ments through international agreements and other proposals which 
fer only temporary relief and do not get at the basic causes of the 
We feel that perhap th createst advantage of the proposal 


presented in this bill is that it would increase the consumption of 
United States production abroad. This is particularly true when 
applied to cotton, in that such stocks on hand in foreign ports permit 
the mills to make selections of the qualitic s they desire 

Another feature of S. 1413 that we like is that it is not designed to 
put the Government in the insurance busimess. \s we understand 
the provisions of this bill, the Government would simply be assuming 
the so-called political risks, which no private company is in position 
to assume Private insurance companies would act as agents for 
the Export-Import Bank in the same manner in which they operate 
under the special maritime insurance program in connection with 
shipping. 

Under normal conditions, this program should not cost the Govern- 
ment anything since it is anticipated that premiums to be charged 
would be sufficient to cover the cost 

We believe that this program should be especially helpful to smaller 
firms. In many cases the larger exporting companies are more 
nearlv able to take the necessary risks for storage of their stocks 
abroad. However, the smaller firms who deal in less volume, and 
perhaps are less well financed, find it extremely difficult. 

We believe that the principles proposed in S. 1413 are sound and 
we urge its Immediate passage in order that the program may be 
implemented as soon as possible so that we can recapture some of 
the markets that we are losing. 

Senator Maysank. I would like to ask Mr. Randolph, vou have 
been with the Farm Bureau a long time; have you heard any com- 
plaints from the farmers about this bill? 
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Mr. Ranpoupnu. No, sir. 

Senator Maynank. You do not think it will hurt the small farmers 
in any way? 

Mr. Ranpoupu. No, sir; it will help all the farmers, I believe. 

Senator Busxu. Well, I have no questions. If you have no further 
comment, thank you very much, Mr. Randolph. 

Mr. Ranpoupn. Thank you, sir. 

Senator Busu. The next witness is Mr. W. D. Felder, Jr., represent- 
ing the National Cotton Council of America. 

Mr. elder, vou may proceed. 

Myr. Frtprr. Thank you, sir. 


STATEMENT OF W. D. FELDER, JR., CHAIRMAN, FOREIGN TRADE 
COMMITTEE, NATIONAL COTTON COUNCIL 


Mr. Frnper. My name is W. D. Felder, Jr. I am a cotton mer- 
chant in Dallas, Texas, and chairman of the National Cotton Couneil’s 
Foreign Trade Committee. | am representing the National Cotton 
Council here to urge passage of S. 1413. 

The National Cotton Council is the overall organization of the 
cotton industry, representing all six of the cotton interest groups. 
The policies are developed by program committees which include 
representatives of all the industry segments, and then are submitted 
to the delegate body in convention assembled. The support of 
two-thirds of each interest group voting separately is necessary to 
establish an affirmative position in the convention. 

I mention this in order to make it clear that our position in favor of 
onshore war risk insurance has been determined after full and careful 
consideration and with the approval of all segments of the industry. 

We favor 5. 1413 because we believe it will stimulate and facilitate 
United States exports and will at the same time greatly assist the 
friendly countries of the world in acquiring the cotton they need at 
reasonable prices. It may be helpful in explaining our interest in this 
bill to comment briefly on the current cotton situation and show how 
this insurance could be used. 

United States cotton exports for the first 6 months of this season 
are only about half what they were last season and considerably below 
what we think of as normal. This tremendous reduction has been 
accompanied by a drop in the market price of about 7 cents a pound, 
or about 17 percent, since last season. Unless the volume can be 
increased, farmers will have to decrease their production by several 
million bales which will cause even greater hardship and difficulty at 
the lower price level. Naturally we want to do everything possible 
to increase consumption to cushion, if not prevent, this drastic reduc- 
tion in the crop with all its attendant problems. 

There are many reasons for the falling rate of United States cotton 
exports this season which time will not permit us to discuss fully. 
There has been some increase in the foreign supply, causing lower 
prices for foreign growths. There has been further expansion in 
synthetics. Another significant factor is the lower rate of textile 
consumption in the so-called raw material producing countries where 
income has been reduced by falling raw material prices. Another 
important reason for the lower rate of exports is the tendency of the 
mills to operate on a hand-to-mouth basis. 
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Senator MaysBank. Now, the amount of cotton you export, that 
equally affects the cotton mills; is that right? 

Mr. Feiprr. | beg your pardon? 

Senator Maysank. Affects the cotton mill operation in_ this 
country ? 

Mr. Friprer. Yes, sir. 

Senator Maysank. Stabilizes prices, more or less? 

Mr. Fetprr. Yes, sir. 

Senator MaysBank. So anything done for the cotton farmers is a 
benefit to those who work in cotton mills or who have stock in cotton 
mills? 

Mr. Fretprr. That is correct. 

Senator Maypank. I just wanted the record to show that, because 
while New England does not raise cotton, New Hampshire and Ver- 
mont and Rhode Island and Massachusetts have quite a textile 
industry. 

Mr. Feiper. Yes. 

Senator MayBank. Now, you are the overall organization of all 
the cotton gcroups; is that correct? 

Mr. Feiper. That is correct. 

Senator MayxBank. So you speak not only for the farmers, but also 
the textile industry? 

Mr. Freiper. Yes, sir. 

Senator MayBank. Thank you. 

Mr. Friprr. Foreign mills are consuming their stocks without 
much replacing them. They are buying only what they need for most 
immediate use. 

As a result, pipeline stocks of cotton (mill and merchant stocks) in 
the cotton-consuming countries of the world have been reduced abnor- 
mally and are now thought to be at the lowest level in peacetime and 
far below what is considered desirable or even efficient. Most of the 
reduction has been in stocks of United States cotton. The reasons for 
the reduction have been the lack of dollars to buy this cotton, the diffi- 
culty and high cost of obtaining credit, the general feeling of uncer- 
tainty, and the fear of another inventory devaluation as a result of a 
further decline in the level of the cotton market. This fear is accen- 
tuated by the uncertainty of export policies in several countries, espe- 
cially in Brazil, Pakistan, and Turkey. 

It is extremely difficult, if not impossible, for foreign mills and 
foreign merchants to protect themselves against inventory losses by 
hedging their stocks on the cotton futures exchanges. There are no 
futures exchanges operating now except in the United States, and 
here the operation requires dollars which are not usually available 
to foreigners in adequate amounts for this purpose. While the cotton 
market was advancing, this was no problem, but since the market 
has been declining, those who could not hedge their stocks have been 
forced to reduce their stocks to avoid a possible loss. ‘Then many 
foreign mills took tremendous inventory losses during the last 2 years 
when market prices tumbled after having been bid up by scarce- 
buying following the Korean war. These losses seriously impaired 
their operating capital and forced many to restrict their buying to a 
hand-to-mouth basis. 

The pipeline must be rebuilt for the security of the foreign mills 
and to permit maximum efficiency in their operations. It would take 
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more than a million bales of cotton to build the foreign Pipeline to 
the level that is considered by the foreign mills to be desirable. 

Insurance protection against some of the unusual risks of war. 
insurrection, confiscation. et cetera, as this bill provides. would be 
very helpful in meeting some of the problems created by present 
conditions. 

By providing insurance against presently uninsurable risks, much 
of the pipeline can be rebuilt and financed continually by private 
industry in the United States. The dollar requirements of the cotton 
consuming countries will be reduced to the extent that the cost of 
the pipeline is financed by United States private interests, 

Building stocks in this manner through the free-enterprise system 
also seems to be a preferable alternative to building stocks over the 
world by government “rrangements through international agreements 
as has been suggested by many foreign countries 

Now, the industry would carry a substantial amount of cotton if we 
could get the offshore insurance, 

Senator MAYBANK. And the overall picture would be affected? 

Mr. Fevper. Yes, sir. 

This measure would seem to go a long way toward meeting the 
desire of the European countries to have more adequate stocks avail- 
able in their own countries for security. 

It is cheaper and less hazardous for commercial interests in the 
United States to finance the pipeline because the interest rate available 
in this country is much less and because the United States firms can 
avail themselves of the protection of the cotton futures exchanges 
(New York interest rates are one-half to one-third what they are in 
most foreign countries). This should reduce somewhat the cost of 
mill operations abroad and represent a further dollar savings to those 
countries, 

Another real advantage of the Proposal is that it would increase 
)Onsumption of United States cotton. United States cotton would 
be available to the mills immediately and as they required it. 

Also, such stocks on hand in foreign ports permit the mills to make 
selections of the qualities they desire. Since the proposed insurance 
would be limited to United States cotton, other cotton would not be 
available to the mills to the same extent. This should be a real 
advantage in increasing consumption of United States cotton. This 
is particularly important during this period when foreign mills are 
operating on a hand-to-mouth basis, 

The bill would definitely help cotton meet its price competition, from 
other growths as well as from synthetic fibers by permitting United 
States cotton to be sold on more favorable terms.’ At the present time 
most cotton is usually sold on terms that require payment before 
shipment. Since the capital of the foreign mills has been greatly 
reduced, it is very difficult for them to finance cotton much in advance 
of the time they need to spin it. Since the volume of credit is limited 
and since interest rates range from 6 to 12 percent. it is difficult and 
expensive to borrow money to finance inventories. It is a real advan- 
tage to a foreign mill if he does not have to pay for his cotton until 
after it arrives. To a mill with limited operating capital, these special 
terms may offset a price disadvantage. Under the insurance program 
United States cotton could be sold to be paid for on arrival since the 
owner would be protected in the event the buyer was unable to take 
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up the cotton as contemplated. As this protection would not be avail- 
able to other growths, this would be a special advantage for United 
States cotton. 

This bill may be especially important in meeting competition with 
synthetic fibers, especially now that the price relationship is very 
close. The sy‘ hetic manufacturers abroad have gained many markets 
by the very favorable credit terms on which they have sold their 
products. Today the synthetics are often sold on mill acceptances, 
to be paid for 90 days after delivery to the mill. This bill would permit 
the cotton to be insured so long as it was held as collateral by United 
States interest To this extent the measure would be helpful in 
arranging spe ial deferred payment plans to meet this credit competi- 
tion. Many foreign spinners have indicated they would buy cotton 
in preference to synthetic fibers if they could get as favorable credit 
terms. 

Let me emphasize the necessity for this insurance. Cotton mer- 
chants normally operate on a rather narrow margin of profit, usually 
only about 1 percent. It is obvious therefore that the loss of only 
a few bales would wipe out all his profit and his capital. Most cotton 
firms normally finance their operations through banks which lend up 
to 85 percent of the market value of the cotton, provided it is in a 
secured position. ’ 

While the danger or threat of war may not be very real in the minds 
of some, the possibility is great enough that shippers generally are 
unwilling to risk their capital for the hope of a l-perecent profit. The 
banks take the same attitude. With these risks insured, any number 
of special arrangements in the form of credits and special services can 
b¢ provided. 

This insurance is not available from private insurance companies 
at the present time. Merchants can get war-risk insurance afloat but 
this terminates when the cotton is unloaded. 

Another point I would like to make is that this measure is not 
designed to put the Government in the insurance business. This bill 
envisions that the Government would simply be assuming the so-called 
political risk which no private company is in a position to assume. 
The insurance companies would act as agents for the Export-Import 
Bank in the same general manner in which they operate under the 
special maritime insurance program on ships. We understand this 
matter has been discussed with the insurance companies and that they 
do not object to this procedure. This protection by the Government 
is certainly not without precedent. As a matter of fact, the Govern- 
ment has usually provided such protection in a period of hostility and 
several times before when there was a threat of war. 

Could I depart from this for just a second and make one comment? 

Senator Busx. Surely. 

Mr. Fretprer. While, of course, there may be some losses, | would 
like to make the point that it would be of considerable advantage 
in the event of war that we have stocks abroad and not have to use 
up bottoms that might be used for something else in the event of 
war, if we had these stocks abroad, although there may be some loss. 

Under normal condiiions the program should not cost the Govern- 
ment anything, as premiums to be charged would be sufficient to 
cover the cost. The cost to the Governmeni of such an insurance 
program in the case of cotton should not be great, even in the event 
of war. It is unlikely that as much as $100 million would be at risk 
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on cotton at any one time all over the world. It is inconceivable that 
more than a fourth of this would be lost as a result of war or other 
actions mentioned in the coverage. A subsiantial part of this loss 
would be offset by premiums which had been collected. 

One furiher point I would like to make is that in our opinion this 
measure would be eminently fair to all merchants, especially the 
smaller firms. As a matter of fact, this would give the smaller firm 
a greater advantage in his competiiion with the larger firm than he 
has at the present. Now a few of the largest international firms with 
large capital sell on deferred payment terms, that is cash on arrival, 
or sometimes sell for payment 30, 60, or 90 days after delivery of the 
cotion. Some of the large firms stock cotton for their own account 
in foreign poris. But because of the risks, business of this type is 
limited. However, the United States banks will not normally accept 
such cotton in foreign countries as collateral, so these firms do this 
business with their own capital and usually with other than United 
States covion. 

Obviously small firms with limited capital cannot engage in such 
transactions without bank financing. With this insurance, the banks 
have indicated they will aid in financing cotton sold for payment on 
arrival or cotton shipped on consignment. So we feel this will be 
helpful to all merchants. It should be especially useful in increasing 
United States cotton consumption abroad and United States cotton 
exports. 

We, therefore, urge the passage of 5S. 1413. 

Senator Busu. Are there any questions? 

Senator Frear. Just one, Mr. Chairman, if | mey. 

Senator Busu. Senator Frear. 

Senator Frear. You say, Mr. Felder, they would buy cotton in 
preference to synthetic fiber. What credit terms do synthetic fiber 
firms offer and how can they compete? 

Mr. Feiper. It is my understanding that manufacturers of syn- 
thetic fibers are in position to, either because they sre manufacturing 
within the country and do not have an exchange problem or problem 
of finence with their bank, to grant them more favorable credit 
facilities, and because they are able to get these credit facilities and 
run at greater capacity than they would otherwise. 

Senator Frear. Then they are not in competition with American 
synthetic fibers? 

Mr. Fetper. Not necessarily. 

Senator Mayreank. | think thev produce synthetic fibers in 
Scandinavia; do they not? 

Mr. Fetper. Yes. 

Senator Maynank. In other words, it does not affect the synthetic 
industry in this country? 

Mr. Feiper. No, sir; not that | can see. 

Senator Busu. Are there any other questions? If not, thank you 
very much, Mr. Felder. 

Mr. Fetper. And thank you. 

Senator Busn. The next witness is Mr. D. W. Brooks of the Na- 
tional Council of Farmer Cooperatives. 

Good morning, Mr. Brooks. Do you wish to read your state- 
ment? 

Mr. Brooks. | would like to. 

Senator Busx. All right, you may proceed. 
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STATEMENT OF D. W. BROOKS, NATIONAL COUNCIL OF FARMER 
COOPERATIVES 


\fr. Brooxs. Mv name is D. W. Brooks and | am manager of the 
Cotton Producers Association of Atlanta, Ga. I am also a member 
of the executive committee of the National Council of Farmer Co- 
operatives and past president of that org anization. — 

I am here representing the National Council of Farmer Coopera- 
tives, which ts an organization of 2,600,000 farm families of this 
country, a large number of the membership being located in the 
cotton growing States. The National Council of Farmer Coopera- 
tives is made up of membership of a large number of farmer coopera- 
tives of this country. ‘These farmer coopers atives market many of 
the farm products of this country and some also purchase farm 
production a s for their members. 

We are in favor of the passage of 5. 1413 because we believe the 
passage of such a bill will increase the e eater ition of cotton to foreign 
counties, and it will make it possible for American cotton to be more 
compet-tive in foreign markets. 

During the present marketing season the exports of cotton have 
been reduced approximately 50 percent. For example, the last ex- 
port figures show that on April 9 last year we had exported 4,619,426 
bales, whereas on the same date this year we had exported 2,307,259 
bales 

There are a number of reasons why we have this reduction in 
exports. But cerciainly one of the primary reasons is that American 
cotton has not been competitive in many of ithe markeis of the world. 
In view of the faci that many countries of the world have a shortage 
of dollars, it has been very difficult for them to purchase and place 
into stock in these couniries a sufficient volume of American cotton 
during the present marketing season. 

In addition to ihe financial problem involved, there is no way for 
foreign mills to hedge their coiton. Consequently, although they 
were willing to take some risk in the market when we had a rising 
market, they are now noi willing to take any risk in the market when 
they cannot properly hedge their cotion. 

In addition to these problems, foreign mills have to pay an extremely 
high interest rate for their money. Since money can be obtained at 
much cheaper rates in this country, it is most desirable that shippers 
and cotton handlers from this couniry be permitted to store stocks of 
cotton in foreign couniries. 

At the preseni time, foreign cotton is selling at some cheaper prices 
than American coiton. We believe if shippers of American cotton 
can obiain the insurance which is provided in this bill, they can use 
the favorable financing rates that are available, in such a way that 
they can largely offset the present compeiitive price advantage of 
foreign cot‘on. 

Also, there is one other factor that seems to me to be quite impor- 
tant in the sale of American coiion. In years prior to the last world 
war, it was the praciice of many foreign firms, in addition to some 
American firms, to carry large stocks of American cotion in many of 
these foreign countries. By having these stocks available in the 
foreign countries, the individual mill was in position to look at the 
samples of this cotton and select exactly the kind of cotton that par- 
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ticular mill wanted to purchase. In that way, each mill was able to 
obtain its exact requirements as to grade and staple. 

Since the grading and stapling of cotton is not an exact science, 
very often it is difficult for a shipper in this country to take an order 
and ship the cotton to a foreign mill and have the mill satisfied with 
the shipment. As it has been impossible to carry any stocks of Ameri- 
can cotton in foreign countries, due to the inability to obtain insurance, 
practically all American shippers have bad to take orders on descrip- 
tion from these foreign mills and ship the cotton to the best of their 
ability based on these descriptions. In calling on mills in many of the 
foreign countries, | have found that a large number of the mills have 
become quite dissatisfied with the shipments of American cotton they 
have received. Consequently, at times some of these mills have 
shifted to other growths because of the fact that they did not feel 
they could obtain the exact kind of cotton they wanted in shipments 
from the United States. I am certain that the present system has 
created lots of ill will with reference to American cotton, and I am 
sure that if this bill can be passed and stocks of American cotton can 
again be placed in these foreign countries in such a way as to make it 
possible for the individual mill to personally select the kind of cotton 
that it wants, it will immediately improve the salability of American 
cotton and should help stimulate exports of American cotton. 

Since it is very esseptial to the economic welfare of the South that we 
produce a minimum of twelve to fifteen million bales of cotton per 
vear, Which production will require reasonable exports to foreign coun- 
tries, we feel this bill should be passed. 

Based on all the information we have been able to obtain, even 
though we have passed through two world wars in recent years, and 
although the cotton shippers of this country had cotton stored in 
most of the countries of the world, there has been a very, very small 
loss of cotton. For this reason, we do not believe that there is any 
creat risk involved in the insurance that is being requested. But it 
is very necessary because the average small cotton firm cannot finance 
its cotton in foreign ports with domestic banks unless they can have 
the cotton completely insured. Under present conditions, tis is not 
possible, and therefore the average cotton firm cannot finance any 
stocks of cotton in these foreign countries. 

Our investigation indicates that the cotton trade generally is in 
iavor of this bill. There are a few exceptions due to their belief 
that this bill might give a competitive advantage to some of the larger 
cotton firms. QOur investigation does not substantiate this fear on 
the part. of a few smaller cotton firms of this country. We believe, 
for example, that larger firms already have a competitive advantage, 
as they have larger capital. We do not see anything in this bill 
that that would increase that competitive advantage. 

Furthermore, we believe that in a problem of this kind the interest 
of the millions of cotton farmers and those people who are interested 
in the production and handling of cotton other than cotton shippers 
is paramount. In other words, we think that the bill should be con- 
sidered from the standpoint of the cotton farmer, too, not just from 
the viewpoint of cotton shippers, and we believe the cotton farmers 
have a big stake in this bill. So we think the committee should look 
at it from the viewpoint of the producer, rather than entirely from 
the viewpoint of the shipper. 
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We feel this bill is definitely in the interest of the cotton farmers of 
the South, and we therefore feel that the bill should be reported 
favorably by this committee. We hope the bill will be passed by the 
Congress at the ea*liest possible date. 

Senator Bus. Are there any questions? 

Senator MaysBank. I just want to congratulate Mr. Brooks on his 
statement. 

Senator Buss. Thank you very much for your fine statement, Mr. 
Brooks. 

The next witness is Mr. Allen Walker. Mr. Walker is chairman of 
the United States Committee on Foreign Exchange Relief. 

Do you have a statement? 

Mr. Wacker. I only have one copy. 


STATEMENT OF ALLEN WALKER, DIRECTOR OF THE INTERNA- 
TIONAL DIVISION OF WASHINGTON INDUSTRIAL RESEARCH 
CONSULTANTS, INC., AND CHAIRMAN OF A COMMITTEE OF 
UNITED STATES MANUFACTURERS OF CAPITAL EQUIPMENT 
ON FOREIGN EXCHANGE 


Mr. Waker. I have been engaged in international finance for most 
of my adult life. Back in the early twenties, I was head of the foreign 
trade and foreign credit department (information service) of the 
Guaranty Trust Co. of New York, when that institution had 60 
branch offices and 21 foreign subsidiaries. 

I later became managing partner of an investment banking firm 
(Walker & Roberts) whose main function was to locate and analyze 
attractive investment opportunities for a group of prominent finan- 
ciers and industrialists. 1 carried on this work, which involved world- 
wide travel and investigation of conditions in the world’s underde- 
veloped areas, until World War II, when I came to Washington to 
undertake government service. 

[ remained in Washington ever since as representative of United 
States industrialists seeking to expand their foreign trade. For some 
months past, our firm has been specializing in helping United States 
exporting manufacturers to obtain dollar payments for their ship- 
ments of machinery and equipment to responsible industrialists 
and agriculturists in the “soft currency” countries. I direct these 
advisory operations as financial counsel. 

Some 6 months ago, | was asked by certain operating officials of 
United States Government agencies engaged in furnishing foreign 
economic aid to meet with them at lunch. I was informed that 

various United States Government agencies were engaged in trying 
to formulate a program to provide some form of permanent relief for 
the existing foreign exchange impasse. 

It was stated that too many agencies were working on the same 
subject and that the job was being too widely diffused to get worth- 
while results. Would I not try and focus the problem and head up 
a committee to develop a definite action program for submission to 
Congress and the administration? 

I asked a lot of questions, conferred with Washington representa- 
tives of United States exporting manufacturers (of small and medium- 
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size—not the “giant’’ corporations, who are big enough to solve their 
own problems) and later presided at a series of luncheons of manu- 
facturers’ representatives and United States Government agency 
officials who were invited to attend for purposes of consultation and 
exchange of ideas. 

During this period our firm has conferred first-hand with manu- 
facturers of New England textile and other machinery and equip- 
ment; with farm implement makers in the Midwest, and with repre- 
sentatives of the National Machine Tool Manufacturers in different 
parts of the country. 

These studies have included investigations of the operations of the 
Export-Import Bank, which was organized for the purpose of facili- 
tating American producers’ export credits. We also have considered 
various possibilities for providing facilities for export credit insurance. 

So far, our committee has agreed that a system of export credit 
insurance be created, somewhat along the lines of the British, under 
the same roof with Export-Import Bank administration, whereby 
exporting manufacturers—especially ‘‘small business’’—can insure 
both their payments and convertibility: 

(2) Under the British system a small premium ranging from one- 
eighth of 1 percent to 1% percent is charged by the management of 
the guaranty fund. Large reserves have been built up on this basis, 
and the system is reported as having worked to the great advantage 
and protection of British exporters. 

(6) It must be remembered that no American manufacturer makes 
a practice of accepting a convertible loan contract from a foreign 
industralist whose credit rating is not AA-1. The Export- Import 
Bank would not look at it if the credit rating were not ‘excellent. 

Without provision for export credit insurance, however, the Export- 
Import Bank’s inclination to minimize loan risks would be to approve 
credits only to the biggest and richest corporations in the recipient 
countries. This might serve to help defeat the American basic objec- 
tive of f distributing ‘more and better things to more people in more 
ioe at less cost. 

The wisdom of having any system of export credit insurance 
supervised by E xport-Import Bank management is indicated by the 
fact that no other institution, when adequately organized, will likely 
have as much dependable information concerning foreign credits as 
will the Export-Import Bank. At least, once its information service 
is intensified and coordinated, this should be the case. 

The availability of export credit insurance would enable the export- 
ing manufacturer to go to his commercial bank and secure an advance 
equal to the amount of the insurance. The funds of the Export- 
Import Bank would not be dispersed except in case of loss, and then 
only in case of exhaustion of the reserve fund created from the pre- 
miums. The capital of the Export-Import Bank would, however, 
have to be increased sufficiently to cover the risk involved. 

It is believed that there are certain export shipments which are 
particularly susceptible to credit insurance because they do not come 
within the category of projects that can be suitably financed by the 
Export-Import Bank. 

The Export-Import Bank is set up primarily to finance the shipment 
by American manufacturers of machinery destined for industrial 
production overseas on a self-liquidating basis. But there are re- 
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quirements such as the desire of foreign consumers to obtain American 
wheat, cotton, tobacco, fresh and canned fruits, et cetera, and the 
need of American producers of these materials to export them and get 
paid in dollars. Such so-called ‘consumer goods” could be insured 
both as to payment and convertibility under a system of credit insur- 
ance such as has been described. Payment for such materials is 
quick and should be prompt because most of those enumerated go 
into almost immediate consumption abroad, and the purchaser's 
turnover is prompt. They are not like capital equipment, utilized 
for the modernization of industrial plants, the profits from which, if 
any, may not be realized except over a period of several years. 

Then there are the demands of foreign buyers for American agri- 
cultural implements, buyers who are importing distributors of high 
credit rating. American producers wishing to respond to these orders 
should be able to find some way of insuring payment in dollars. 
Most of such implements are standard, not custom-made. The 
Export-Import Bank does not finance the export of products which 
are intended for resale in a foreign country. 

The whole problem centers around the question of competent 
management. All successful insurance companies know how vital is 
good business judgement, and in the international field this factor is 
intensified in importance. 

Yet, what organization, once it is reorganized and expanded on a 
sound business-like basis, should be more familiar with foreign credits 
than the Export-Import Bank? 

Senator Busu. Are there any questions? 

Senator Maysank. It is a very excellent statement. Certainly 
with this gentleman’s long experience and wide knolwedge, he should 
know what he is talking about. 

Mr. Wacker. I may say, Mr. Senator, one of the applic: able terms 
that applies to this whole situation is dollar shortage. There is no 
such thing as dollar shortage, except as a descriptive “phrase of a con- 
dition, because all of these undeveloped areas in foreign countries have 
dollar reserves and they export more raw materials. The actual fact 
is, the correct term, that is, is the difficulty of exchange created by 
the fact that the foreign buyer needs to put up so many more units of 
his own currency to buy a dollar than he did before, primarily because 
of the fact that the recipient country does not have its financial house 
in order due to its imposition of unjustifiable exchange controls and 
artificial controls of every kind. 

Senator Busu. Bad internal financing of their own government. 

Mr. Waker. Yes, sir. But it would seem to me, as a matter of 
sound business policy, especially for any Government institution of 
this kind, that the fund be not used to export credits—to finance 
export credits—to countries that refuse to put their financial houses 
in order by reason of the fact that the condition of the buyer in those 
countries is just apt to be unstable. 

Senator Buse. Thank you very much. That is a fine statement. 

The next witness represents the Dallas Cotton Exchange, Mr. K. G. 


Hunt. 
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STATEMENT OF K. G. HUNT, EXECUTIVE VICE PRESIDENT, DALLAS 
COTTON EXCHANGE 


Mr. Hunv. Honorable Chairman, I feel kind of like David as he 
went out to face Goliath. 

Senator Maysank. Do you really feel that way? 

Mr. Hunt. Among all those titles and concentration of brain- 
power, yes. 

I am representing the Dailas Cotton Exchange and the Dallas 
Cotton Shippers Association. 

The Dallas Cotton Exchange is the largest export cotton market 
in the world and is comprised of 136 members engaged in all phases of 
cotton business. The Dallas Cotton Shippers Association is an 
organization within the framework of the Dallas Cotton Exchange, 
comprised of 45 shipping firms, 42 of which would be classified 
small to medium shippers. 

A very recent poll of the Dallas Cotton Shippers revealed that 
better than 87 percent were opposed to the Government underwriting 
war risk insurance on foreign shores. The board of directors on behalf 
of the Dallas Cotton Exchange is unanimously opposed. 

Bill S. 1413 that vou are considering i is so far-reaching that we do 
not think it will be difficult to defeat, but we want to go on record as 
opposing any substitute bill Laon ing the same general objectives. 

Aside from the many objectionable features which we doubt the 
State Department will approve, the broad principle of the United 
States Government lending power and majesty of its support to the 
very few extremely rich American cotton merchants to the detriment 
of the great mass 

Senator Maysrank. Do you mind being interrupted? 

Mr. Hunv. I cannot hear very well, Senator. 

Senator Busu. The Senator wants to know if you mind being 
interrupted. 

Mr. Hunt. That is up to the Senator. 

Senator Bus. That is up to you. 

Mr. Henr. If you do not mind, let me finish it and I will try to 
answer any questions. 

Aside from the many objectionable features which we doubt the 
State Department will approve, the broad principle of the United 
States Government lending the power and majesty of its support to 
the very few extremely rich American cotton merchants to the detri- 
ment of the great mass, as well as the American cotton farmer, is unfair 
and highly hazardous. With the world in its present state of unrest, 
who can say when there will be another Pearl Harbor or Warsaw with 
their resultant holocaust and hundreds of millions of dollars lost. 

This legislation is in direct contravention to the Mutual Security 
Administration’s just recently inaugurated Contact Clearing House 
Service. This plan under the 4-point aid program has just beén set 
up and is really hardly underway, and this bill would provide unlimited 
competition to the already financed Mutual Security Administration. 

The director of foreign trade of the National Cotton Council 
reported on his recent return from the International Master Spinners 
Conference in Zurich, Switzerland, “That all European spinners were 
delighted and anxiously awaiting the enactment of bill S. 800”’ which 
this legislation supplants. Naturally, it is to the interest of a spinner 











14 EXPORT INSURANCE 


to buy cotton at the cheapest possible price; then why the delight 
if this legislation is good for the average American shipper and/or 
producer? 

~ It has been stated by proponents of bill S. 1413 that it would lend 
protection to small shippers. This statement I challenge. There 
are so many reasons that a small shipper cannot engage in extensive 
eonsigning as to make this claim merely a smokescreen. There is no 
justification in throwing safeguards around a small shipper to engage 


in an operation which is frowned upon by them and foredoomed to 


rawiure 

There are perhaps a dozen cotton exporters in the United States 
with financial ability and international organization that can profitably 
consign large quantities of cotton. The question of safe warehousing 
and the convertibility of soft currency to dollars is to mention only 
two that are highly important Without meaning to offend any 
particular market, there is abundant proof that pilferage from the 
stored bales in some markets would be enough to bankrupt a small 
shipper relving on public facilities. 

Consigning cotton requires from several weeks to months for the 
round turn of shipping from United States storing, selling, converting, 
bartering, collecting and putting the money back into the American 
bank. And so it is readily seen that a shipper of modest capital 
cannot engage in competitive consigning with a few very wealthy 
firms. That is competitive consigning. 

When those who have steered the proposition of war-risk insurance 
thus far come into competition with the average and small shippers, 
thev are in the same degree in competition with the American farmer, 
and it is my firm belief that any farm leaders who favor this type of 
lecislation are inadvertently doing their farmer members a disservice. 

Should bill S. 1413 or any comparable bill become law, there could 
and doubtless would be many hundreds of thousands of bales of 
American cotton shipped to alien ports where warehousing, trans- 
portation, clerk hire, and overheads are much cheaper than those in 
the United States. This will in turn deprive theUnited States citizens 
of their normal share of the above items, and it is my firm belief that 
a warehouseman who favors such legislation is not thinking far enough 


h 
ahead. When and if such broad protection is available to the very 
few large cotton exporters with international connections, why not 
textiles, automobiles, and all factory products? 

By retaining a small len on a shipment abroad, an American 
exporter could lend the protection of this bill to an alien at the pos- 
sible expense of the American taxpayer, and vet we have been unable 
to get acceptable war-risk insurance on our own shores for the duration 
of the cold war. 

If the process of merely moving cotton or any other commodity or 
product meant getting it into consumption, there might be some slight 
justification for this protection to the larger firms at the expense of 
the small firms and farmers, but such is not the case. I doubt, based 
on more than 40 years’ experience in the cotton business, if consigning 
or storing American cotton in foreign ports would increase the actual 
consumption any appreciable amount. 

With certified stocks at a 25-year high (over 200,000 bales) and a 
large percent of this stock being of the shorter staple, an international 
arbitrage with the near months at a discount on the futures board, 
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one would not need to sell his consigned cotton to reap a handsome 
reward by manipulation of the futures market, which practice the 
United States Congress has endeavored to control for over 40 vears. 
At the moment, we have only partial earrving charges, but within the 
past few weeks we have had full carrying charges on the futures board, 
and it can happen again and will happen again with good crop growing 
conditions this summer. 

With the present legally necessary high-loan rate for this and next 
vear’s crops, selling United States grown cotton is going to be a very 
difficult task, and I predict 3 million bales more than needed will 
be produced in the crop vear of 1953-54; and unless there is drastic 
action, or a war breaks out, 6 million bales above requirements in 
the crop vear of 1954-55. 

I further predict that in the crop year of 1953-54, 5 to 7 million 
bales will go into Government loan. Then if three-quarter million 
bales, 5 percent of the crop, which this insurance coverage would 
protect, are removed from the free cotton available to our domestic 
spinners, we could experience a cotton famine in the midst of multiplied 
millions of surplus to the end that American spinners would have to 
pay much higher for their carefully selected better qualities than their 
international competitors. 

Paradoxically, the 5 percent of the crop that could be consigned 
might well prove to be 75 percent of the free cotton available to 
American mills at the end of the season, and I think that every spinner 
should be here before you gentlemen registering the strongest possible 
protest to this bill. 

I am wondering if the $100 million limitation of bill S. 1413 would 
prove merely an entering wedge to multiplied millions more liability. 

The cotton exporting business is conducted on lines and practices 
evolved in over a hundred vears’ experience and has worked re- 
markably well, and to change the entire merchandising system and 
transfer our goods to foreign soil is without justification. 

The proponents of this bill have likened war risk insurance on com- 
modities to that on ships; whereas, there is no basis of comparison, 
since our merchant marine is an arm of our defense, and ships are not 
exposed to the many dangers of stored commodities. 

Many small and medium shippers, including myself have worried 
with consignments abroad for many months to a few years and finally 
suffered a big loss simply because it is not a small man’s game, and we 
of the Dallas market do not want to be forced into this type of struggle 
for survival. It should be borne in mind that every small shipper 
that is eliminated from the competition of handling American farm 
commodities makes it just that much harder on the producers. 

To remove large quantities of the United States carryover commodi- 
ties and conceal them from the Census Bureau would hoodwink the 
Secretary of Agriculture in calculating future needs of a given commod- 
itv and, while it would not show in our figures, it would be an ever- 
present competitor to American producers. 

The numerous endorsements this type of legislation has received 
from various trade organizations were in some cases, if not all, minority 
opinions due to careless indifference of a proposition never considere “d 
seriously by the rank and file of the cotton trade. 

All the above statement is on behalf of small- and medium-size 
cotton shippers who have too recently realized that such distorted 
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legislation would be seriously considered, but as a private citizen and 
taxpayer, I challenge the right and the justice of Congress enacting 
such patently class legislation. 

| would like to make one more brief statement. It was said here 
that this bill would facilitate cash-on-arrival shipments; whereas 
cash-on-arrival shipments are being made and have been made by all 
size exporters with ample protection of American marine insurance. 
This bill is not necessary for cash-on-arrival business. 

Senator Busu. As a private citizen and taxpayer, you challenge 
the right, and so forth, you say. Are you appearing for the Dallas 
Cotton Exchange in vour official capacity? 

Mr. Hunt. Yes. 

Senator Busn. And you are also voicing your personal opinion? 

Mr. Hunv. I tried to make that clear. 

Senator Busu. But the Dallas Cotton Exchange has authorized 
you to present this statement? 

Mr. Hunv. Yes, sir. 

Senator Busu. In the earlier part of your statement, vou said that 
you doubted if the State Department would approve this legislation. 
Well, this bill was submitted to the State Department. 

| would like to ask the Clerk if we have heard from them? 

The Cierk. We had a reply stating that it was acceptable. 

Senator Busu. The State Department sent a letter to us to that 
effect. And the MSA, whom you also questioned, sent a letter 
indicating the approval of this bill. So your testimony is at variance 
with these approvals that have actually been received. 

Mr. Hunt. I did not know that the State Department had approved 
the bill or I would not have put that in there. I did not know they had. 

Senator Busn. T - same applies to MSA, which you also me ntioned 
here, and you said it was in direct contravention of their recently 
inaugurated contact Aecaieaenies program. I just wanted to bring 
out that we have contacted these agencies. We have given them an 
opportunity to be heard and we have asked them to express their 
views and their views are not quite consistent with the views you 
stated here. 

Mr. Hunt. I want to make one more brief statement. The ques- 
tion of American cotton available in foreign ports is said to be not 
adequate. Now, there are no positive statistics on that figure. There 
could be more American cotton available if the beneficiary countries 
would exercise their right to use $197 million allocated by the MSA, 
and the cotton has not been called for and the allocation has been 
outstanding for many weeks. 

Also there are many countries that have credits unused for cotton 
in the Export-Import Bank. A spinner is reluctant to make his 
counterpart funds available for American cotton at this time when he 
can buy the exotics 10 and 12 percent under. We have dollars lying 
idle by gifts and loans for the last several weeks. They do not use 
them, and they will not use them to any great extent unless the dis- 
parity between United States-grown and exotics is cleared up. 

Senator Busx. Of course, this is not a cotton bill, vou know. 

You say in here on page 3: 

When and if such broad protection is available to the very few large cotton ex- 
porters with international connections, why not textiles, automobiles and all 
factory preducts? 
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Of course, this bill is to cover the export of all those things or any 
other thing; it is not just a cotton bill. 

Mr. Hunt. That is right. 

Senator Busx. Despite the fact that most of the cotton people like 
it. 

Mr. Hunt. I was just trying to look at it from a cottonman’s 
viewpoint. This is the composite view of the organizations I repre- 
sent. This was sustained by practically all of the leaders in that 
market. 

Senator Mayank. I just wanted to say for the record that I know 
that what Mr. Hunt says here, he believes. I have known him for 
more than 30 years. 

Mr. Hunt. [am glad to hear you say that. 

Senator MaysBank. In fact, we came back from Europe on the 
Mauritania in a hurricane one time. 

I want to say that no exchange has opposed it, with the exception 
of the Dallas Cotton Exchange. There has been no one opposing 
it except the people in Dallas. 

Mr. Hunr. The people in Houston, the people in Fresno, they 
admit it. The thing was never organized 

Senator Maypank. Every cotton exchange is certainly organized. 
The Farm Bureau is certainly organized. 

Mr. Hunv. Senator, I would not for the world alienate the friendship 
| have made over 50 years, and I do not want to do it trying to get 
this bill thrown out. 

Senator Maypank. You and I just differ on this legislation. We 
have been friends for 30 vears and we are going to keep on being 
friends. 

Mr. Hunr. That is right. 

Senator Busn. Thank you very much. 

Are there any other witnesses. 


JOHN C. WHITE, COUNSEL, AMERICAN COTTON SHIPPERS 
ASSOCIATION 


Mr. Wun. My name is John C. White, and I am counsel for the 
American Cotton Shippers Association. I do not need to tell Senator 
Maybank what this is, but I think perhaps for the record I should 
say it is a national organization of which six regional associations 
are the constituent members. The individual members in turn are 
shown by this list of some 720 people who are engaged in the shipping 
and exportation of cotton. 

Senator Bus. Yes, sir. 

Mr. Wuirr. They first considered this principle in 1948 and 
adopted a resolution favoring it. I would like to ask that that be 
placed in the record. 

Senator Busu. In favor of the bill? 

Mr. Wurre. In favor of the principle of war risk insurance. 

Senator Busu. Without objection, that statement will be received 
and put in the record. 

(The document referred to follows: ) 
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ION OFFERED FROM THE FLOOR, ON May 1, 1948, By Mr. Ben J 
WiLuiamMs IN CONNECTION WitH THE REPORT OF THE COMMITTEE ON FOREIGN 
Arrarrs Wuicn Was Duty SEcoNDED AND ADOPTED 
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W hereas insurance, on goods in the channels of trade (not subject to cancella- 


or expiratio cover g war risks on shore at ftoreig destinations cannot be 
secured; and 
Whereas itton is oft aboard steamers and en route to a foreign port before 
irrevocable bank credits in [ ted States dollars are established; and 


W he reas the export movement of cotton without such Dank credit entails when 


inloaded the risk of loss by happ gs covered by the customary war risk insu 
a M h insura e i ot opta Dit 4 ! 
Whereas United States dollars are in short ipplhy in countries which purchase 
cotton and in consequence payment on arrival terms are frequently desired; and 
Whereas small and moderate size nerchants cannot afford to assume uninsur- 
able risks at foreign destinations which could result in the loss of their capital; 


| established firms regardless of financial 
merchandising Ame rican cotton thr yughout the world 


is 

of the United State s expending a great amount of 
dol or gaso dw conomyv consistent with pro- 
Cc uT ) eTITIVE adi al d 





agnitude of our monetary contribution to world 





economic recovery the aggregate value of raw materials for which reimbursement 


has not been completed at risk at a given time would be infinitesimal: Now, 
tT for he 

Resolved, That the American Cotton Shippers Association urgently requests 
the Government of the I ited States to guarantee payment to the owner covering 


the value of cotton which mav be destroved, damaged or lost as a consequence of 





war or anv loss which ma be suffered as a result of clauses covered by customary 
war-risk insurance, such as warlike operations, operation of martial law, or con- 
fiscate 1 alizatio propria re sit ng, commandeering, capture, 
seizure, sequestratio tention by or under anv authority whatsoever, said 
protectior o be for punt of fire insurance irrently n effect on said cotton 
which must be t he shipper evidenced by documents which are 
sult t to isual tert of pothecation to a United States bank; and be it 

Res }, That to encourage participation by all firms irrespective of size, in 


the bu ss of merchand r movable raw materials, the protection asked for 


| + ; 


be made available at the earliest possible date. 


Mr. Wuirr. After that, they unanimously adopted a resolution 


endorsing the bill and stated specifically that with the issuance of 
war risk insurance, all shippers, both large and small, will be able to 
participate in this measure, and I would like to ask that this resolution 
be placed in the record. 

Senator Busn. Without objection, it will be received and placed 
in the record 

(The document referred to follows.) 


Resolved, That the board of directors of the American Cotton Shippers Associ- 
ation supports the resolution passed by our convention in Dallas, Tex., on May 1, 
1948, advocating the issuance of war risk insurance by our Government, copy 
of which resolution is attached herewith. 

It is our opinion that such an act will encourage foreign spinners to use a larger 
percentage of American cotton thar they do at the present time. Under existing 
conditions, only the larger cotton shippers are able to consign American cotton 
abroad. With the issuance of Government war risk insurance, all shippers, both 
large and small, will be able to participate in this business. 

We all know that in the final analysis the price level of American cotton is 
governed by the total amount consumed. All elements of the cotton trade agree 
it is necessary to do everything possible to encourage its use by spinners all over 
the world. The ability of all shippers to consign United States of America cotton 
abroad wil] place it at the doorstep of the foreign spinner and encourage his use 
of it 
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Our association has been advocating this insurance since 1948, and we believe 
the Maybank bill (S. 800) will accomplish this aim. The resulting increase in 
the consumption of American cotton will benefit the farmer, all elements of 
the cotton trade, and the entire economy of our country. 


Mr. Wuire. And finally, the president of the American Cotton 
Shippers Association addressed a letter concerning 8. 800 and stating 
why he thought the bill was important and stating that this financing 
of cash-on-arrival sale was particularly important from the viewpoint 
of the small shippers. 

Senator Busy. Without objection, it will be received and made a 
part of the record. 

(The letter referred to follows: ) 


AMERICAN COTTON SHIPPERS ASSOCIATION, 
Me mphis ) ip T mn., Varcl 4 1958. 
Hon. Burnetr R. MAYBANK, 
Senate Committee on Banking and Currency, 
United States Se nate, Wasi ington, dD. Le 

DraR SENATOR: In considering 8. 800 we think it is important that you should 
know both the reasons the American Cotton Shippers Association support 8. 800 
and what this association is. 

The American Cotton Shippers Association is a national organization of cotton 
merchants and exporters made up of six affiiated associations as follows: 

Arkansas Cotton Trade Association 
Atlantic Cotton Association 
Oklahoma State Cotton Exchange 
Southern Cotton Shippers Association 
Texas Cotton Association 

Western Cotton Shippers Association 

The individual members of the six aff liated assoziations are the individual mem- 
bers of the American. For your reference, too, there is enclosed the 1952-53 
mentership list of the American. Most reyutable cotton exporters are members 
of the association which renders many valuable services to them. Outside the 
association are a number of cotton cooperative associations, whose views in respect 
to 8S. 800 are believed identical with ours. 

The primary reasons for support of 8. 800 are set out in the resolutions of the 
board of directors adopted on February 21, 1953, at Memphis, Tenn., and the 
earlier resolution of the convention adopted May 1, 1948. Copies of these are 
enclosed. 

The association has believed for some tire that the provision of on-shore war- 
risk insurance by the Government would assist cotton exports because private 
underwriters could not undertake to provice such protection 

The introduction of S. 800 is, however, particularly timely just now. Over 
recent seasons the Economie Cooperation Administration and the Mutual Secu- 
rity Administration have financed large amounts of cotton by grant and under 
conditions that made the question of war risk insurance of little importance. As 
such financing ceases the provision of alternative financing becomes of major 
importance to continued exports. 

We have been assured that with insurance of the type authorized by 8S. 800 the 
conservative and responsible private banks who finance for shippers the delivery 
of cotton to the doors of United States.cotton mills, will be in a position to finance 
cotton for shippers until its delivery to foreign buyers 

Such financing will be of substantial help to both the foreign consuming mill 
and the consuming countries and enable them to use more United States cotton. 
The cotton will be financed at the much lower interest rates available here rather 
than at much higher foreign rates. The burden on friendly foreign countries of 
providing dollars when the cotton is loaded on board will be postponed until it 
arrives in the foreign port or even until it is loaded on cars to leave the customs 
zone in the foreign port. The dollars necessary to provide the tremendous pipeline 
of American cotton will thus be furnished by our private banks and reduce the 
dollar capital requirements of the foreign buyer and the interest costs of the mill. 

The ability to buy United States cotton on such terms will encourage the mills 
to use our cotton, and 8. 800 will therefore improve the competitive position of our 
cotton compared to other growths and synthetics. Foreign mills have been par- 








50 EXPORT INSURANCE 


ticularly hurt in recent years by their inability to hedge cotton and the necessity 
of fixing the price before the cotton leaves the United States. 8S. 800 will enable 
American exporters, who can hedge in the New York futures market, to carry the 
price risk until delivery of the cotton to the mill abroad. This will be a substantial 
service and a strong inducement to buy United States cotton. 

Other conditions permitting, the provision of this onshore war-risk insurance 
may make possible the exportation of several hundred thousand bales of United 
States cotton that would otherwise remain here in CCC stocks, and that may 
make the difference between mandatory marketing quotas or not in 1954. From 
the point of view of growers and avoidance of the harsh problems of production 
controls particularly that is of very great importance. 

We emphasize that no private underwriter will provide this onshore war-risk 
insurance at present. Protection can be obtained only until the cotton is unloaded 
at port and even that is now backed up by the Maritime Administrator under 
Public Law 763, S8lst Congress. It is expected and desired that the actual 
operations under 8. 800 will be carried on through the American War Risk Ageney 
set up by the private underwriters and now handling the Government marine 
insurance. We have been assured that these underwriters will be only too glad 
to cooperate with the Export-Import Bank in any way possible. 

The risks of loss involved are not believed to be too large to warrant their 
assumption by the Government at the level of rates which will be necessary. The 
coverage is limited to commercial articles which is contemplated will turn over 
rapidly. They will be distributed in ports all over the world. Only war and 
expropriation risks are covered and neither exchange risks nor credit risks are 
protected. Since administration costs should be covered by premiums, loss could 
only come from general war. It may be recalled that from an arrangement 
provided to cover both exchange and war risks on cotton at the beginning of the 
Second World War, the RFC had only minor losses, and made considerable 
profits 

The first type of financing which will be available with 8. 800 effective will be 
cash-on-arrival sales instead of c. i. f. sales. At present American banks will finance 
cash-on-arrival sales, i. e., sales providing for payment when the vessel arrives 
at the foreign port, only for exporters to whom they are prepared to make un- 
secured loans. Too often payments against cash on arrival are delaved so that 
the cotton is unloaded and thus unprotected by war-risk insurance before pay- 
ments are received. This ability to finance such shipments will be of assistance 
to smaller shippers, particularly. 

Some shippers, usually those who maintain stocks domestically as well, will 
consign cotton to the foreign ports for sale after arrival. Foreign buyers will 
have a chance to examine the actual cotton and become familiar with its quality 
before buying it. They will also be able to get delivery immediately where that 
is necessary Stocks of certain foreign growths are now available from consign- 
ment stocks and United States cotton is at a disadvantage. The extent to which 
a shipper can consign stocks will depend upon the amount of capital he is willing 
to tie up in financing them; and obviously the better capitalized firms will be 
more likely to consign American cotton just as they now consign more foreign 
cotton. The position of all shippers will be improved in this respect by making 
commercial bank financing possible. 

S. 800, moreover, permits the protection of the interest of American banks in 
the cotton even though nominal title belongs to a foreign importer. Foreign 
importing firms, to whom small American firms sell, will therefore be in position 
to carry stocks locally in consuming markets, and this should help equalize the 
benefits to all classes of shippers. 

The American Cotton Shippers Association, therefore, has no hesitancy in 
recommending 8. 800 to you as sound, businesslike step which will both encourage 
a return of the financing of cotton exports to private commercial banks and im- 
prove the competitive position of United States cotton in the markets of the world. 

While our interest is cotton exports, and we have considered 8. 800 in that light, 
we believe this facility will be important to other agricultural exports and te some 
industrial exports as well. 

Yours respectfully, 
A. M, Crawrorp, President. 


Mr. Wurrer. I should like also to say from our conferences we have 
very definitely obtainéd the impression from the New York banks 
that the question is as simple as this: can cotton be made available 
as collateral to the American commercial banks? With this bill it 
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can be collateral, and without it, it cannot. Anyone familiar with the 
cotton business knows that the question of making collateral available 
is far more important to a small shipper who is “struggling along on 
small capital than it is to a well-financed large firm. That is all I 
have. 

Senator Busn. Thank you very much. 

Is there anyone else who wishes to be heard? 

Mr. Sayre. I| wish to be heard, sir. 

Senator Busu. All right, come forward, please. 


STATEMENT OF CHARLES SAYRE, REPRESENTING DELTA COUNCIL 
OF MISSISSIPPI, ARKANSAS AGRICULTURAL COUNCIL, LOU- 
ISIANA DELTA COUNCIL, AND MISSOURI COTTON PRODUCERS 
ASSOCIATION 


Mr. Sayre. My name is Charles Sayre. I am a cotton farmer 
from Scott, Miss. I appear as a representative of four organizations 
made up primarily of cotton growers in the Mississippi Valley States. 
The organizations are Delta Council of Mississippi, Arkansas Agricul- 
tural Council, Louisiana Delta Council, and the Missouri Cotton 
Producers Association. 

Each group strongly endorses S. 1413 and urges its immediate 
passage. 

Cotton prices, as you know, have dropped approximately 25 percent 
during the past few months in spite of a high level of textile production 
in our own country. The reduction of raw cotton exports to 50 
percent below that of a year ago is a primary reason for the sharp 
decline. 

S. 1413 will make financially feasible the development of spot 
markets for American cottons in importing countries. This will 
permit “show window” selection of our cottons by prospective buyers. 
Such development will mean that the superior properties of American 
cotton can be pushed more effectively. It will also mean the end of 
shipments of inferior cottons on the basis of only grade and staple 
eee 

1413 is a prerequisite to several additional steps which must be 
ath to renew foreign markets for American products. 

Actually, ge ‘ntlemen, the passage of this bill is more important to 
the 1% million cotton farmers than to any other segment of the cotton 
industry. 

Speaking as a farmer for farmers, may I express appreciation for 
the foresight of Senator Maybank and the Senate Banking and Cur- 
rency Committee in the development of this most desirable legislation. 

Senator Maysank. If there are no further statements, I would 
like to make a motion that the chairman authorize the clerk to have 
the hearings immediately printed and a report made so we can report 
to the full committee. 

Senator Busu. Without objection, that motion will be approved. 

I would like to say for the record that the insurance industry, all 
sections of it, has been notified of these hearings. The marine 
insurance underwriters were heard yesterday, but no requests for 
appearance have been received from other sections of the industry. 

I have a letter from the National Association of Steel Exporters 
which without objection will be inserted in the record. 
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The letter referred to follows :) 
NATIONAL AssocIATION OF STEEL Exporters, INC., 
New York 6, NV. V3 April 13, 1958. 
Homer E. CapEHART 
Chairman, Committee on Bank ng ind Currency, United States Se nate, 
senate O flice Build ng Was! ngton, 2. .C. 
My Dear Senator Capenart: The National Association of Steel Exporters, 
a trade association composed of independent merchant exporters of steel, 
preciates the opportunity to ) its support of 5. 1413. 
lependent businessmen in ‘ral, are beset by so many problems stemming 
at status, that thev must, §£ » in tl is instance d » Welcome any legisla- 
eir extraordinary commercial risks, provided 
ril of lessening the vigor of our free enterprise 


out of hostile or warlike action in foreign 
nay 1 times, occur even under circumstances of 
Such risks are real, not academic. Today, more than ever, they are 


sig ant factor it reign ( ree 
Independent merchant exporters are, as such, particularly vulnerable to the 
damage and loss whi may sustain by reason of the type of risk against 
which S. 1413 seeks to give insurance. They can least afford to sustain a loss 
arising from sueh a risk, which is one not in ordinary contemplation of business. 
Proposed subsectior c 2) recognizes the necessity of preserving private 
insurance rights in areas of business activity to the extent that they can or choose 
to meet, the need 


These considerations lead to our s ipport of the bill. 


a 


Respectful VY yours, 
HERBERT N. GOETTLICH, 
President. 


Senator Busu. If there is nothing further, the hearing stands 


adjour ved. 


(Whereupon, at 11:05 a. m., the hearing was adjourned.) 
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